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Lease or Buy? A Controversial Question for 
Public Utilities Joseph M. Braly 
The author considers the pros and cons of leasing compared 
with buying fixed assets. 
Reform and Reorientation of Natural 
Gas Regulation Robert B. Eckles 


The importance of encouraging gas company managements 
to persuade the investing public to support them. 


Outlook for Electric Utility 
Common Stocks Jerome C. Hunsaker, Jr. 


This author concludes that the relationship between the 
demand and supply of utility shares indicates a continuation 
of the current level of utility price-earnings ratios. 
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HOW C-E TILTING TANGENTIAL BURNERS CONTROL SUPERHEAT. 


First diagram shows burners tilted downward to reduce 
furnace outlet temperature. Middle diagram shows nor- 
mal operating position. Third. diagram shows upward 
tilt to send higher temperature gases to superheater. 
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Tangential firing—pioneered by Combustion 
in 1927—is today the most widely accepted 
method of firing pulverized coal, gas or oil, 
separately or together, in large utility boilers. 
Air and fuel are fed to the furnace in a 
number of relatively small streams which are 
directed from each of the four corners of the 
furnace. 

This assures intimate mixing and sets up a 
strong turbulent motion within the furnace 

. to produce the most complete combustion 
with minimum carbon loss. The combustion 
gases fill the furnace for more rapid heat 
transfer to the waterwalls. 


Erection view showing shop 
assembled burner panel being 
placed in position for welding 
to wall panels. All four corners 
of the furnace are similarly 
rie] 0119) 8\-10F 


jive more complete combustion... 
ost sensitive steam temperature control 


The tilting nozzles of C-E Tangential 
Burners automatically tilt up or down as 
steam temperature varies. If steam tempera- 
ture goes too high, the nozzles tilt downward 

.. more furnace wall surface becomes effec- 
tive... gas temperature to superheat surface 
is lowered ... steam temperature goes down. 
Or, if steam temperature drops, the nozzles 
tilt upward . . . hotter gases go to the super- 
heater ... steam temperature goes up. 

Catalog PC-8 gives full information on 
tangentially fired C-E boilers, including units 
with capacities as low as 70,000 lb of steam 
per hour. Write for your copy today. 


COMBUSTION ENGINEERING Sy 


General Offices: Windsor, Conn. * New York Offices: 200 Madison Avenue, New York 16 


TYPES Gi STEAM GENERATING, FUEL BURNING AND RELATED EQUIPMENT; NUCLEAR REACTORS; PAPER MILL EQUIPMENT; PULVERIZERS; FLASH DRYING SYSTEMS; PRESSURE VESSELS; SOIL PIPE 





with the Cocliéors 


oo was much in President Ken- 
nedy’s special message to the Con- 
gress on April 20th in the field of taxation 
and proposed tax reforms with which 
the greater part of the business commu- 
nitv found itself in agreement. Who 
would care to defend, for example, the 
flagrant abuse of business expense deduc- 
tions? Proposals, however limited, for 
equalizing taxes on nonprofit co-opera- 
tives and business generally would be 
welcomed in many quarters. 


THE principal feature of the President’s 
proposals—certainly the most novel— 
likewise found favor among business tax- 
payers generally. This was the proposal 
for allowing a tax credit for capital ex- 
pansion and amortization. Yet, at the 
same time we welcome these ideas for cor- 
recting inequities or relieving business of 
unnecessary discrimination or burdens, 
we are struck with the astigmatism which 
seems to prevail among federal tax 
authorities when it comes to taxing util- 
ities. 


In proposing his tax credit against cur- 
rent depreciation allowances, for example, 
the President specifically excluded public 
utilities. Doubtless, this exclusion was 
based on the principle that public utilities 


%, 


ROBERT B. ECKLES 


; 


JOSEPH M. BRALY 


have a service obligation to build and ex 

pand to whatever extent is necessary to 
render adequate public service; therefore, 
they need no special tax incentive. But the 
fact remains that Congress has twice rec 

ognized that utilities need tax incentives 
as well as other forms of business when it 
made available the provisions of liberal 
ized and accelerated depreciation to util 
ity company taxpayers along with other 
business taxpayers. Yet, by reason ol 
regulatory construction, these provisions 
have become of so little use to some utility 
companies as such that they are not being 
employed at all, which is certainly not 
what Congress intended. 


|g eae utility companies to utiliz 
the tax credit incentive in whole or it 
part would offset to some extent the diffi 
culties now experienced by public utility 
companies that have been unable, by “nor 
malization” or other means, to gain satis 
factory benefits from the liberalized 
depreciation provisions. 


THERE is a brief but timely discussiot 
of this proposition in the “What Other: 
Think” department of this issue, page 760 
written for us on short notice by Willar: 
F. Stanley, president of Corporate Serv- 
ices, Inc., Brooklyn, New York. His ar- 
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Do you have a 
Utility 


problem? 


America is growing. 

Our population is not only increasing 
in numbers, it’s spreading. Industry is 
expanding to meet challenging new 
opportunities. 

And Utilities are faced with enor- 
mous capital expansion to provide for 
the growing needs of industry and 
consumers. 

This is where the Irving can be of 
particular help—by assisting Utilities 


in making the many financial decisions 
incidental to growth. 


Our Analytical Studies, Seminars and 
Round Table Conferences have helped 
many Utilities bring added vitality to 
their capital planning, financing and 
cultivation of the financial community. 


For information, you are cordially 
invited to call our Public Utility De- 
partment at LL 3-2967 or write us at 
One Wall Street. 


IRVING TRUST COMPANY 


pital Funds over $150,000,000 
GEORGE A. Murpuy, Chairman of the Board 


One Wall Street, New York 15, N.Y. Total Assets over $1,750.000,000 


WiLiiaM E. PETERSEN, President 


Public Utilities Department—JOHN F. Cuitps, Vice President in Charge 
MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 





PAGES WITH THE EDITORS (Continued) 


JEROME C. HUNSAKER, JR. 


ticles on financial and business matters in 
the utility area have often appeared in 
this magazine. 


_— matter of financial considera- 
tion by utility management these days 
involves the increasingly popular practice 
of leasing instead of buying certain classes 
of property. This has been more widely 
used and accepted in the nonregulated com- 
petitive industries than among public util- 
ities. Does leasing, nevertheless, have some 
beneficial applications in the public utility 
field ? 


JosepH M. Braty, whose article on 
leasing by utilities begins on page 721, is 
a financial analyst for the Arizona Pub- 
lic Service Company. A native of Wich- 
ita, Kansas, he was educated at the Uni- 
versity of Kansas (BA, ’49, Phi Beta 
Kappa) and majored in economics. Mr. 
Braty entered the utility field in October, 
1959, when he moved to Arizona. Prior 
to that time, his career had been identi- 
fied with credit analysis of industrial and 
commercial businesses for a large lend- 
ing institution. He served during World 
War II as a weather officer in the Air 
Force. 


* * *K 


ones Rosert B. Eckies, whose 
article on “Reform and Reorientation 
of Natural Gas Regulation” begins on 
page 733, is a professor of history at Pur- 
due University, Lafayette, Indiana, His 
principal interest has been in modern 
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European and English history. But he has 
also been very much engaged in the study 
of the problems of business management, 
particularly in the natural gas field. He 
has been working on a case study of a 
transmission line in the natural gas indus- 
try for the Indiana Historical Society. 


PROFESSOR EcKLEs feels that the reform 
of natural gas regulation is not simply a 
matter of reorganizing the Federal Pow- 
er Commission or reforming regulatory 
procedures. We seem to be heading into 
an area where traditional utility concepts 
may have to be overhauled. 


* * Ok * 


EROME C. HUNSAKER, JR., whose article 
J on the “Outlook for Electric Utility 
Common Stocks” begins on page 738, is 
vice president and director of Colonial 
Management Associates, Inc. He is a grad- 
uate of the Harvard Business School. Be- 
fore serving as a naval officer in World 
War II he worked as a junior public ac- 
countant for Arthur Andersen & Co. Mr. 
HUNSAKER joined Colonial in 1946 as a 
security analyst and became an officer of 
the mutual funds and of the management 
company in 1949. The Colonial Fund is 
the oldest investment fund now operating 
as a mutual. It was founded in 1904 under 
the name of Railway & Light Securities 
Company. As that older name will indi- 
cate, its original investment policy was to 
specialize in electric light and power com- 
pany shares. 


Wirh the average electric utility stocks 
now selling at more than twenty-one times 
annual earnings, utilities are certainly 
higher than they were. But how do they 
compare with other stocks? It is necessary 
for the investor to consider certain inher- 
ent advantages, such as the definite de- 
mand for essential service, the lack of com- 
petition, domestic or foreign, and low 
relative labor costs. 


THE next number of this magazine will 
be out June 8th. 


Than Chiltan 
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PROCEEDINGS 
1960 CONVENTION 


AT LAS VEGAS, NEVADA 


NATIONAL ASSOCIATION OF RAILROAD 
AND UTILITIES COMMISSIONERS 


THIS edition contains valuable material on the 
subject of regulation of rates and services of 
public utilities and transportation companies 
including the following: 





Progress in the Regulation, Services, Facilities and Safety of Operation of Public 
Utilities; Valuation; Depreciation; Rates of Transportation Agencies; Study of Rail- 
road Problems; Discussions on the subjects of “Duties and Responsibilities of a Public 
Utilities Commissioner"; "Natural Gas Rate Problems"; "The Role of Communica- 
tions in Civil Defense"; "Outlook for Railroad Consolidations and Mergers"; and 
"Current Problems in the Regulation of Air Carriers." This volume contains a com- 
plete transcript of the addresses and committee reports of the 1960 Las Vegas 
meeting. The book is printed and bound in regular book cover. 


Price $10.00 — Approximately 500 pages 





OTHER PUBLICATIONS OF THE ASSOCIATION 


1957—Uniform System of Accounts for Water Utilities 
Class A & B—128 pages 
Accounts for utilities having annual water operating revenues of $250,000 or more .. $4.50 
Class C—100 pages 
Accounts for utilities having annual water operating revenues of $50,000 or more but 
NEE HESTON aOR oro oi asa sac seiara oar ais win] cisiaros oa wwloisiol sassy s Minjeiare Ses eee aaeales 3.50 


Class D—64 pages 
Accounts for utilities having annual water operating revenues of less than $50,000 .. 2.00 


1958—Uniform System of Accounts for Electric Utilities 
Class A & B—169 pages 
Accounts for utilities having annual electric operating revenues of $1,000,000 or more 4.50 
Class C—125 pages 
Accounts for utilities having annual electric operating revenues of $150,000 or more 
REE ene CEE INNO 5.5 56.0! cvcie.0. core oo ola ala clesitieis civiewe seis arelsleiniss see eereieleslainteer 3.50 


Class D—59 pages 
Accounts for utilities having annual electric operating revenues of less than $150,000 2.00 


1958—Uniform System of Accounts for Gas Utilities 
Class A & B—212 pages 
Accounts for utilities having annual gas operating revenues of $1,000,000 or more .. 4.50 
Class C—130 pages 
Accounts for utilities having annual gas operating revenues of $150,000 or more but 
MPR UR NERT NI EUAN 6556 61505 eso las alae eins ns bia G a: ais esos cele at aaveisaelniocal aseterelones SE Sladek Giada 3.50 


Class D—60 pages 
Accounts for utilities having annual gas operating revenues of less than $150,000 .. 2.00 


1958—Regulations Governing the Preservation of Records of Electric, 


AR ONIN E WUNU OE CP PUNE N EUS 555-5, « scshgissonane s aictse taro in cts wimiers sardinia S150 Stele nS lv side wide 1.00 
1957—Telephone Separations Manual (Revised October, 1957) ..................... 2.00 
Depreciation: 

1943-1944 Reports of the Committee on Depreciation. A comprehensive and complete 
analysis of the problems of depreciation on public utility regulation ........... 4.50 
1946—Methods of Pricing Retirements from Group Property Accounts ................ 1.25 
1948—Half Cycle Methods of Estimating Service Life ............... 0... ese e eee eee nee 1.00 
1948—Letter Symbols for Mathematics of Depreciation ........ 0 ......e. ese ee eee eeee 1.00 
50 


1960—Report of Committee on Depreciation ...............cc cece cece eee e eee eee 
(When remittance accompanies order, we pay forwarding charges) 


NATIONAL ASSOCIATION OF RAILROAD AND 


UTILITIES COMMISSIONERS 
Washington 4, D. C. 


P, ©. Box 684 
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PLANNING FOR TOMORROW'S POWER 

Sherman R. Knapp, president of the Edison Elcctric Institute, in a spec 
message to the readers of Pustic UTILITIES ForTNIGHTLY on the oc 
sion of this all-electric issue, tells us that the electric companies will ha 
to place special emphasis on research and co-operation in planning | 
tomorrow’s power. 


POWER FOR NATIONAL SECURITY AND GROWTH 


The Honorable Stewart L. Udall, Secretary of the Interior, reminds 
that while America has clearly outpaced the Russians in electric pow 
production, we cannot relax in the broad cold war competition. He te 
how both government and industry can co-operate in meeting the ch: 
lenge of the future in this field. 


THE DELAWARE RIVER BASIN COMPACT 


The Honorable Francis E. Walter, U. S. Representative from Penns 
vania, has been a leading spirit in promoting the multipurpose wa 
resources project known as the Delaware River Basin Compact. He 
cusses in this article the various features of the program, including 
hydroelectric power. 


A FARM FAMILY VISIT TO A POWERHOUSE 

For some years various electric utility companies have been featuring 
plant visitation programs for different classes of their customers, In 
this article, Robb M. Winsborough, vice president of the Middle West 
Service Company, takes us, figuratively, right on the bus ride to a Min- 
nesota generating station of the Interstate Power Company. The result 
is an entertaining cye opener with respect to the possibilities of such 
programs. 


SECURE POWER FOR RURAL CO-OPERATIVES 


The Honorable Norman M. Clapp, Rural Electrification Administrator, 
suggests in this article how clectric utility companies can expect to 
participate in the government’s REA program from now on. He outlincs 
present REA policy as it may affect the electric utility companies, «s 
well as the co-operatives. 


ELECTRIC RATES OF THE FUTURE 


Stuart W. John, manager of the rate department of Commonwealth 
Services Inc., stresses the importance of greater simplicity of rate forms 
and features in future rate making. The problem of devising an inte!- 
ligent and useful rate structure is ove of the most challenging faciny 
present-day management. 


RECENT DEVELOPMENTS IN NUCLEAR POWER 

Herbert B. Cohn, vice president, and Stephen E. Davis, associate cou- 
sel of the American Electric Power Service Corporation, have join: 
forces to discuss some of the current problems in the development ©! 
nuclear power, including safety, insurance, site locations, and pron 
tion of economic production. 


TEN REASONS FOR GROWING INTEREST IN STREET AND HIGHWAY LIGHTING 


J. Stanford Smith, chairman of the street lighting section of the N 
tional Electrical Manufacturers Association, tells us why governm¢ 
bodies, electric utilities, and manufacturers all share a common inter‘ 
in developing modern, efficient highway lighting. It is a challenge { 
all to use the tools to light America. 


WHERE IS THE ELECTRIC UTILITY INDUSTRY GOING FROM HERE? 


A compendium of views by more than fifty executives of leading elect: 
utility companies all over the United States, expressing their individu: 
impressions of problems which lie ahead, as well as important matte: 
involving their own company operations. 
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Twofold Benefits From The 


Iknalysts Journa 


7, ‘ts timely articles by the nations leading security analysts 
and economists keep you informed as to methods and 
trends in the security markets. You will be better able to 
present your company in its most favorable light if you 
know the trend of financial thinking as expressed in the 
official publication of the Security Analysts. 


Its advertising pages provide a means of putting your story 
across to the Analysts. There is no more direct and effec- 
tive way to contact this influential group of investment 
specialists than to advertise in their own quarterly Journal. 


To Keep Abreast of Investment Markets 
READ THE ANALYSTS JOURNAL 


To Keep Investment Markets Abreast of Your Company 
ADVERTISE IN THE ANALYSTS JOURNAL 


PUBLISHED FIVE TIMES A YEAR BY THE NATIONAL FEDERATION OF FINANCIAL ANALYSTS SOCIETIES 





THE ANALYSTS JOURNAL 
82 Beaver Street, Room 1512-14 
New York 5, N. Y. 


Gentlemen: 


C) Please enter my subscription for one year at the subscription rate 


of $5.00—United States; $5.50—Canada. 


O Please send me your advertising brochure. 

















“There never was in the world two opinions alike.” 


|:DITORIAL STATEMENT 
The Washington (D. C.) Post. 


Joun F. KENNEDY 
President of the United States. 


SToYAN CHRISTOWE 
Member, Vermont state 
legislature. 


JAMES G. PATTON 
President, National Farmers 
Union. 


IEERNEST SWIGERT 
President, Hyster Corporation. 


Joun P. HaGcen 
Director, National Acronautics and 
Space Administration, Office for 

the U. N. Conference. 


3URTON N. BEHLING 
Economist, Association of 
American Railroads. 


—MOoNTAIGNE 





“Free reporting is as much the product of access t: 
news as of the absence of restraint in transmitting it.’ 


5 


“The interstate highways system was intended, amon; 
other purposes, to enable more Americans to mor 
easily see more of their country.” 


¥ 


“Taxing people is like shearing sheep. You wan 
to take all the wool you can but you have to be carefu 
of the skin. You can nip a sheep every year but you 
can only skin him once.” 

. 

“When the history of the fifties has been nailed int 
place, it will reveal that in no like period of time it 
our nation’s history has so much been taken from so 
many and given to so few.” 

- 


““ 


A productive nation can afford generous aids to 
people in adversity. It cannot afford to undermine the 
industry of its people, their willingness to seek out and 
accept jobs waiting to be filled, their provident self 
reliance and adjustability. Prosperity does not come 
from well-paid indolence. Money is worthless unless 
people will work to earn it.” 


- 


“As we look into the future and see man sending his 
emissaries on missions taking months and years to per 
form, exploring the moon and visiting the planets, it is 
difficult to see how this could be done by or for on 
nation alone; how or why it should be done by nation: 
in competition; but only that it should be done by al 
men for the benefit of all mankind.” 


3 
“. . deviations from a price-cost economy inevitably 
lead in the direction of a progressive socialization o1 
costs across the board and toward a centralized politica’ 
control of all economic activities through exercise 0: 
the power to tax and, also, of the power to determin 
which economic activities shall prosper and which shall 
not. This is a method of centralized economic and 
financial control which some other countries can follow 
very consistently with their own avowed ideologies and 
objectives. But it is certainly not a system which is 
suited to the preservation of the kind of competitive 
market determinations and opportunities upon which 
our own economy has been developed and under which 
we have prospered and grown.” 
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CHECK THESE DATES: 


May 25-26—American Gas Association, Op- 
erating Section, will hold transmission 
conference, Denver, Colo. 


May 25-26—Electric Council of New Eng- 
land will hold electrical system and equip- 
ment meeting, Dennisport, Mass. 


May 25-26—Gas and Petroleum Associa- 
tion of Ontario will hold annual meeting, 
London, Ontario, Canada. 


May 25-26—Pacific Coast Gas Association 
will hold customer services conference, 
San Francisco, Cal. 


May 25-26—Pennsylvania Electric Associa- 
tion, Relay Committee, will hold spring 
meeting, Skytop, Pa. 


May 25-28—Federation of Canadian Adver- 
tising and Sales Clubs will hold annual 
conference, Ottewa, Ontario, Canada. 


May 26-27—Florida Natural Gas Associa- 
tion will hold meeting, Bal Harbour, Fla. 


May 27-31—Advertising Federation of 
America will hold annual convention, 
Washington, D. C. 


June 1-3—American Water Works Associa- 
tion, Canadian Section, will hold annual 
meeting, Windsor, Ontario, Canada. 


June 1-3—Interstate Oil Compact Commis- 
sion will hold midyear meeting, Houston, 
Tex. 


June 4—Electric Companies Advertising Pro- 
gram, Management Group, will hold meet- 
ing, New York, N. Y. 


June 4-7—American Gear Manufacturing 
Association will hold meeting, Hot Springs, 
Va. 


June 4-9—American Water Works Associa- 
tion will hold annual conference, De- 
troit, Mich. 


June 5-6—American Gas Association will 
hold eastern regional gas sales confer- 
ence, Pittsburgh, Pa. 


June 5-7—Edison Electric Institute will hold 
annual convention, New York, N. Y. 


June 5-7—Pennsylvania Telephone Asso- 
ciation will hold annual convention, 
Pocono Manor, Pa. 


June 5-8—Society of the Plastics Industry, 
Inc., will hold national plastics conference, 
New York, N. Y. 


June 6-8—Annual Appalachian Underground 
Corrosion Short Course will be held, 
West Virginia University, Morgantown, 
W. Va. , 


June 6-8—Instrument Society of America 
will hold summer instrument-automation 
conference and exhibit, Toronto, Ontario, 
Canada. 


June 6-8—National Coal Association will 
hold annua! convention, Washington, D. C. 


June 7-8—Annual Circulation Seminar for 
Business Publications will be held, Chi- 
cago, Ill. 


June 8—Gas Appliance Engineers Society, 
Midwest Chapter, will hold meeting, Chi- 
cago Heights, Ill. 


June 8-9—Illluminating Engineering Society, 
Northeastern Region, will hold conference, 
Asbury Park, N. J. 


June 8-10—Marketing Executives Club of 
New York will hold annual seminar, 
Pocono Mancr, Pa. 


June 11-13—Wisconsin Utilities Associa- 
tion, Accounting Section, will hold con- 
ference, Lake Delton, Wis. 


June 13-14—National Safety Council, Pub- 
lic Utilities Section, will hold executive 
committee meeting, Montreal, Quebec, 
Canada. 
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Courtesy, Pacific Telephone Magazine 


First Public Telephone Office in Los Angeles 
(1899) 


In the early days of long-distance telephone service, customers 
were called to the telephone office for long-distance calls 
by young messengers, such as the one shown in this 
photograph. In the window behind the messenger 


is an advertisement which states, “Talk to 
ae ee eee > 
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Lease or Buy? 4 Controversial 
Question for Public Utilities 


Leasing has become a well-established means of acquiring the use 

of fixed assets by business enterprise. But not all of the reasons 

for and popularity of leasing among nonregulated competitive in- 
dustries are applicable to public utilities. 


By JOSEPH M. BRALY* 


Introduction 
UCH attention has been focused in 
recent years, by many segments 
of the business and financial 
world, on a fast-growing technique of 
acquiring the use of fixed assets; namely, 
lease financing. The purpose of this arti- 
cle will be to discuss the main arguments 
offered by both the advocates and the 
opponents of the leasing technique; also, 
to assess the relevancy of such arguments 
to the investor-owned public utility in- 
dustry, in which the adoption of lease 
*Financial analyst, Arizona Public Service Com- 


pany. For additional personal note, see “Pages 
with the Editors.” 


financing, although proceeding to a de- 
gree in a number of utility companies, 
has as yet been slower than among indus- 
trial and commercial businesses. The 
question of whether to lease or buy fixed 
assets will be of increasing importance to 
utility executives because of the tremen- 
dous increase in demand for utility serv- 
ices expected in the next twenty years, 
which will be caused by the explosive 
population growth forecast for the 
United States. This growth will require 
unprecedented investments in fixed assets 
of the utilities in a period of expected 
rising costs of equipment, labor, property 
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taxes, and capital. Thus, any method of 
financing which claims to offer economies 
and possible tax savings will warrant 
close observation and study. 


ee American ideal — 
pride of ownership—appears to be 
giving way to some extent to a rapidly 
growing popularity of lease financing 
among many industrial and commercial 
businesses. Gains of the leasing specialists 
have been spectacular since World War 
II, with the rise of many successful busi- 
nesses specializing in leasing equipment 
to various manufacturers and service 
businesses. 
These include such diverse examples 
as the following: . 


Lessor 


National Linen Service 
International Business 


Product 


Linen Supply 
Office Equipment 


Machines 
Int’l. Cigar Machines 
American Machine & 
Foundry 
Compo Shoe Machines 
achinery United Shoe Machines 


Cigar Machinery 
Bowling Equipment 


Shoe Manufacturing 


Gen, Amer, Transport 
North American Car 
Union Tank Car 
Ex-Cell-O-Corp. 
Clark Equipment Co. 


Hertz Corp., and many 
others 


Freight Cars 


Dairy Equipment 
Construction Equip- 


ment 
Autos and Trucks 


HE adherents of leasing in the above 
fields cite several important advan- 
tages of leasing. These include important 
tax savings, freedom from maintenance 
worries, and release of capital funds 
which otherwise would have to be in- 
vested in costly equipment.’ Another 
argument often advanced is that leasing 
permits a company to buy the use of an 
1“Big Profits from Rental Revenues,” by A. 


i Tees Financial World, 1957, CVIII, No. 24, 
0-11. 
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asset as it is needed, in the same way 
that electric power, natural gas, and tele- 
phone service are purchased, and thus 
avoids the responsibilities which owner- 
ship entails, as well as the capital invest- 
ment.? 

The advantage of the freeing of work- 
ing capital has been one of the principal 
attractions for leasing, particularly for 
those numerous industrial and commer- 
cial firms which are short of working 
capital. 

In Exhibit I, which appears on page 
723, are shown several alternative fi- 
nancial statements and ratios applicable 
to a hypothetical electrical contracting 
business with current assets of $175,000 
and current liabilities of $100,000. The 
business is in need of some $35,000 
worth of additional equipment. The com- 
parisons of various leasing arrangements 
with outright purchase show rather con- 
clusively that the business can rent the 
equipment without impairing its credit, 
but would be severely strained financially 
if the same equipment were bought.® 


HE foregoing discussion is presented 

not as an implication that leasing 
would present the same advantages to 
public utilities. Rather, it is given for the 
purpose of explaining the apparent rush 
of many business firms to the use of lease 
financing. However, public utilities should 
not necessarily be swayed to increased 
use of lease financing by those enthusi- 
astic supporters who point to the great 
favor which leasing has found in other 
areas of the business world, concluding 


2“Tilusion in Lease Financing,” by D. R. Gant, 
Harvard Business Review, 1959. "*XXXVII, No. 2, 
121-142. 

8“To Lease or Buy?—Sample Leasing Trans- 
actions,” by Ray Bloomberg, Electrical West, 1960, 
CXXV, No. 1, 79. 
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EXHIBIT I 
SAMPLE LEASING TRANSACTIONS 


Case I 
Example: Customer desires to lease equipment costing $35,000, including sales tax and 
freight for four years (base period) for an indefinite number of annual 
renewals or with option to purchase: 
Initial equipment cost (including sales tax and freight) 
Lease term 
Rate factor (rent per $1,000 of initial equipment cost per month) 
Deposit, last four months’ rent, payable in advance 
Monthly rental, balance 44 months 
Annual Renewal Rent: After base period (four years), annual rent is pay- 
able in advance for each year. Annual rent per renewal year is 34 per 
cent of initial equipment cost 1,225.00 
Purchase option (if requested by lessee): After base period (four years), 
4 per cent of initial equipment cost 4,375.00 
After four annual renewals after base period (eight years total), 64 per 
cent of initial equipment cost 2,187.50 
Total cost of equipment 


Example: Same as in Case I except that the leasing company will always have complete 
ownership of the equipment and there will be no option-to-purchase clause: 

Invoice cost (including sales tax and freight) 

Lease term 

Fourth year’s rent in advance: 10% 

36 monthly rental payments 

Annual rent, fifth and succeeding years 

Total cost of equipment 


HYPOTHETICAL CASE OF LEASE ARRANGEMENT 


The figures below show a hypothetical case of a contractor who can rent equipment 
without strain but would be severely strained financially if he bought the same equipment. 


Financial Status 
Cash Outlay for Equipment: 
Current assets 
Current liabilities 
Ratio 
Purchase $35,000 worth of equipment, paying cash: 
Current assets 
Current liabilities 
Ratio 
Conclusion: A current asset-liability ratio of less than 1.5 to 1 is not in good standing 
to borrow money from the bank to conduct operations. 


Funds Borrowed from the Bank: 
i EERE Was o ict ice ora ha aa ereta Obie leie dial Sta wre rsieesainin's we SRiewRlnlemise aes nes seas $175,000 


Current liabilities ; 
Ratio 1.75 to 1 


After borrowing $35,000 from the bank for equipment: 
Current assets 


Conclusion: Still unable to borrow money to conduct operations. 


Lease Arrangement : Before After 
Current assets 

Current liabilities 100,000 4 
Ratio 1.75 to 1 1.58 to 1 


After lease arrangement, setting up first year’s payment as current liabilities as in good 

account procedure. 

Conclusion: The contractor is in good standing to borrow money from the bank to con- 
duct his operations efficiently. 
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that it must therefore be good for all 
businesses. 

The utilities have considerably differ- 
ent financial structures and problems than 
do industrial and commercial businesses. 

While other businesses earn most of 
their profits through the use of their 
working capital, the utilities’ working 
capital is of much less significance. By 
far the largest part of utilities’ earning 
power is dependent upon their fixed as- 
sets rather than net current assets (work- 
ing capital). Hence, a shortage of 
working capital, so common in rapidly 
expanding industrial businesses, and 
which in the author’s opinion is the up- 
permost consideration in the increased 
overall usage of leasing, has little signifi- 
cance for utilities. This is not to say that 
there are not other important considera- 
tions which utilities ought to study, with 
regard to leasing, which will be pointed 
out later. 


— certain segments of the finan- 

cial community, including some an- 
alysts of commercial and industrial busi- 
nesses, there is not unbounded enthusiasm 
for lease financing. It is seen not as a 
fresh new approach to the acquisition of 
fixed assets, but as merely another form 
of debt obligation. These analysts view 
the growing trend toward leasing as pos- 
ing dangers, to the extent that the com- 
panies incurring the lease obligations, as 
well as the investors in the companies’ 
securities, fail to fully assess the impact 
of their mounting lease commitments, be- 
cause those commitments are “buried”’ in 
a footnote rather than appearing as lia- 
bilities on the balance sheet.‘ 


Leasing’s advocates state that this ap- 
prehension by certain analysts could only 
apply to noncancelable long-term leases, 
and, even so, such apprehension about 
long-term noncancelable leases is not 
shared by a majority of analysts. They 
cite a comprehensive survey of the finan- 
cial community by two faculty members 
of Harvard University’s Graduate School 
of Business Administration.’ This survey 
sought reactions to hypothetical cases and 
situations. 


HE survey was directed to 512 finan- 

cial institutions in the United States 
and Canada, and 1,310 treasurers and 
comptrollers of industrial and utility 
companies. Insurance companies replying 
to the questionnaires represented approx- 
imately 77 per cent of the total assets 
held by life insurance companies in the 
United States and Canada. Banks re- 
sponding represented about 45 per cent 
of the total resources held by commercial 
banks in the United States. The financial 
institutions surveyed also included a full 
spectrum of size categories among mu- 
tual funds (123 questionnaires) ; invest- 
ment bankers (114) ; trustees of pension 
funds and college endowments (29) ; and 
credit and bond-rating services (4). The 
conclusion of this survey contains these 
statements : 


Less than half the insurance com- 
panies, less than one-fourth of com- 
mercial banks, and practically no 
mutual funds, investment bankers, or 
fund trustees actually do make use of 
formal analytical techniques equating 
lease payments to debt, on a routine 


5 “The Financial Community Looks at Leasing,” 


by R. F. Vancil and R. N. Anthony, Harvard Bust- 


4 Gant, op. cit., p. 22. ness Review, 1959, XXXVII, No. 6, 113-130. 
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basis. Those analysts who do use such 
techniques vary tremendously in their 
handling of an identical fact situation. 
... Finally, 90 per cent of the respond- 
ents to the analysts’ survey and 65 per 
cent of the respondents to our corpo- 
rate survey state that the use of long- 
term noncancelable leases makes it 
possible for a company to obtain a 
greater amount of credit than would 
be possible if debt financing were used. 
This may mean that they do not regard 
—or do not believe others regard— 
leasing as being exactly comparable 
with debt financing. 


7 matter of legal distinctions be- 
tween lease obligations and debt was 
discussed in a paper read before The As- 
sociation of Life Insurance Counsel, De- 
cember 10, 1957, at the Plaza, New York, 
New York, by Ralph L. Gustin, Jr., sec- 
ond vice president and counsel, John 
Hancock Mutual Life Insurance Com- 
pany, Boston, Massachusetts. Excerpts 
from Mr. Gustin’s remarks follow: 


A consideration which bears upon 
the evaluation . . . is the difference in 
the creditor position of the lender in 


lease financings from that of the lender 
in ordinary loan transactions in the 
event of bankruptcy or Chapter X re- 
organization. In the usual loan transac- 
tion the lender would have a liquidated 
claim whether secured or unsecured 
mortgage or debenture for the unpaid 
principal and accrued interest against 
the one party to whom the loan was 
made. 

Assuming that the lease . . . is 
breached by the lessee, either under the 
terms of the instrument or by rejection 
by its trustee in bankruptcy or reor- 
ganization, the lender, as assignee of 
the borrower lessor, would have an 
unliquidated claim for damages for 
anticipatory breach of executory con- 
tract . . . as to the lessee the lender 
would be an unsecured creditor whose 
claim for damages would have to be 
liquidated as determined by the court. 
Thus the lender, to the extent that it 
must obtain satisfaction in the proceed- 
ings against the lessee, is subject to all 
the problems that proof of damages 
involves. 

In assessing the claim on the... 
lease involved the court will be deter- 
mining not only what is fair between 
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the contracting parties but also what 
is fair between competing creditors .. . 

Also damages for breach of an un- 
expired lease of real estate are not 
allowed in an amount exceeding the 
rent reserved for one year in bank- 
ruptcy and for three years in reorgan- 
ization.® 


— D. Brown, vice president of 
the Bank of New York, in a paper 
read before the American Management 
Association on December 10, 1959, 
stated : 


The lease is simply another method 
of financing. It does have the possi- 
bility of emerging in various forms to 
do different jobs . . . it is unusually 
variable in form. This has resulted in 
a real opportunity to exercise imagina- 
tion.” 


Francis T. Knouss, a prominent ac- 
countant and a recipient of the Executive 
Award from the Graduate School of 
Credit, Amos Tuck School of Business 
Administration of Dartmouth College, 
after enumerating in most comprehensive 
fashion the pros and cons of leasing in 
the October, 1959, Bulletin of the Na- 
tional Association of Accountants, stated: 


In conclusion, a warning might be 
given that leasing should not be 
adopted merely because a company is 
big or because it is small, nor merely 
because taxes can be avoided by so 
doing, nor merely because there is an 
interest in large or small equipment. 


6“Economics of Purchase versus Lease of 
Equipment and Facilities,” by Alvin Zises. Un- 
published paper read before the Pennsylvania Elec- 
tric Association, Philadelphia, Pennsylvania, May 
16, 1960, p. 8. 

7 Ibid., p. 7. 
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Leasing should be adopted because of 
the anticipation of a better return on 
investment rather than a desire to 
defeat depreciation allowances.® 


Discussion of Types of Lease 
Financing 


bps are two main types of lease 

financing: (1) long-term noncancel- 
able leases such as are utilized in acquir- 
ing the use of real property, and (2) 
short-term cancelable leases such as are 
commonly used in connection with leasing 
equipment, tools, machinery, and motor 
vehicles. 

Of the industrial corporations sur- 
veyed by the Harvard study, nearly 50 
per cent reported they are parties to 
long-term (over three years) noncancel- 
able leases, as defined in the questionnaire. 
This percentage rose to 88 per cent for 
retail and wholesale merchandising con- 
cerns and to 93 per cent for integrated 
oil companies. 

Of the 33 responding public utility 
companies, 52 per cent reported they have 
some rental payments on noncancelable 
terms of three years or more. 


orem. the utilities’ weighted aver- 
age percentage of annual rental pay- 
ments to sales (0.7 per cent) was the 
lowest of any industry.? This low aver- 
age prevailed despite the fact that only 
one utility respondent reported any ef- 
fective lease restriction in its long-term 
debt indenture. 
The other industries with reasonable 


8“You Can Rent It—But Should You?” by 
Francis T. Knouss, NAA Bulletin, 1960, XLI, 
No. 2, 73-80. 


9Vancil and Anthony, op. cit., p. 122. 
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consistency reported effective lease re- 
strictions in their term debt agreements. 
The low percentage of rental payments 
caused Vancil and Anthony to term the 
utility group “atypical,” and the group 
was thereafter eliminated from their re- 
maining tabulations.?° 


N° reasons were given by Vancil and 
Anthony as to why the utilities as 
an industry reported the lowest amounts 
of long-term rental payments as a percent- 
age of sales. 

This writer is of the opinion that 
there are at least three main reasons why 
long-term leases are a relatively minor 
factor among utilities: (1) Long-term 
noncancelable leases are used primarily 
for real property leasing, and if a utility 
were to sell and lease back one or more 
of its major real properties (which 
consist primarily of highly specialized 
plants), the asset sold would constitute 
such a material portion of total plant 
that the rate base would be lowered. (2) 
From this writer’s experience, it can be 
argued that insurance companies, pen- 
sion trusts, and other long-term lenders 
are usually not interested in owning spe- 
cialized, single-use properties. Long-term 
lenders, particularly during periods of 
heavy demand for financing, can find a 
sufficient number of very attractive sale 
and lease-back transactions for their 
available real estate investment funds by 
investing only in multiuse buildings, 
warehouses, and the like, situated in 
prime locations in established commercial 
or industrial areas. Such multiuse prop- 
erties can be leased much more easily to 
another tenant in case the original tenant 


10 Tbid., p. 124. 


gets into financial difficulties or does not 
choose to renew his lease. (3) A utility 
would need to secure the consent of its 
many bondholders for it to sell a major 
plant, since such plants are part of the 
security for all the company’s mortgage 
bonds. Such permission would be diffi- 
cult, if not impossible, to obtain, because 
of the distribution of the bonds and also 
because such a sale would reduce the 
security behind the bonds. 


N addition to the above-mentioned 
factors which tend to discourage long- 
term leases on major plants being entered 
into by utilities, there is evidence of a 
growing tendency, in this writer’s opin- 
ion, for security analysts and accountants 
to actually treat long-term noncancelable 
leases as debt. At present, according to 
the Harvard study, most analysts say 
that a long-term noncancelable lease is 
equivalent to debt “but only a minority 
act that way .. . actually do make use 
of formal analytical techniques equating 
lease payments to debt, on a routine 
basis.””" 
Recently, one manufacturing company 
achieved a “first” in voluntarily reflect- 
ing its leased facilities and lease obliga- 


11 Tbid., p. 130. 
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tions in its balance sheet, with the approv- 
al of its auditors, Arthur Andersen & Co. 
This company, The Lenkurt Electric Co., 
Inc., of San Carlos, California, believed 
that the traditional footnote method of 
showing lease information was wholly 
inadequate for anyone analyzing their 
financial position. Their vice president 
and treasurer, Kenneth R. Rickey, CPA, 
writing in the December, 1959, Bulletin 
of the National Association of Account- 
ants, stated: 


We thought at the time—and we are 
more convinced after the elapse of some 
months—that this new method is a 
major step forward in the proper dis- 
closure of important financial informa- 
tion. Such presentation is not in conflict 
with generally accepted accounting 
principles nor with pronouncements of 
the American Institute of Certified 
Public Accountants and the Securities 
and Exchange Commission. We believe 
that to continue with just the footnotes 
would be to omit significant plant 
assets, productive facilities, and fixed 
obligations from the balance sheet.” 


nem GOULD, syndicated financial col- 
umnist, wrote in the Seattle Post-In- 
telligencer of May 15, 1957, that long- 
term leases represent a “new form of 
debt that can be just as troublesome in 
hard times as a mortgage or bonds.” 
Further he states: 


They (long-term leases) need great- 
er clarification than a small footnote at 
the end of a balance sheet. They should 
be carried as a separate and identifi- 


12 “Including All Leases in the Balance Sheet— 
A First,” by K. R. Rickey, NAA Bulletin, 1959, 
XLI, No. 4, 51-60. 
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able item in the balance sheet and earn- 

ings report.” 

The American Institute of Certified 
Public Accountants in a 1953 revision of 
its previous Accounting Research bulletins, 
stated that “the growth in recent years 
of the practice of using long-term leases 
as a method of financing has created prob- 
lems of disclosure in financial state- 
ments.” The institute further expressed 
the view that where obligations under 
long-term leases are “material in the cir- 
cumstances,” disclosure should be made 
“in financial statements or in notes there- 
to of: (1) the amounts of annual rentals 

. with some indication of the periods 
for which they are payable and (2) any 
other important obligation assumed or 
guaranty made in connection there- 
es. 


a important evidence of the 
trend toward the use of more definite 
analytical techniques in evaluating lease 
obligations was recently supplied by the 
Securities and Exchange Commission. In 
a release dated June 30, 1960, the com- 
mission announced an amendment effec- 
tive August 1, 1960, changing paragraph 
(c) (2) of General Instruction A, which 
pertains to coverage requirements of fixed 
charges. This section heretofore defined 
fixed charges to include “an appropriate 
portion of rentals under long-term 
leases.” The new amendment changes the 
phrase “appropriate portion of rentals un- 
der long-term leases” to the more defini- 


18 Jbid., p. 54. 

14 Committee on Accounting Procedure of the 
American Institute of Certified Public Accountants, 
“Disclosure of Long-term Leases in Financial 
Statements of Lessees,” Restatement and Revision 
of Accounting Research Bulletins, 1953, Account- 
ing Research Bulletin, No. 43, 125-127. 





LEASE OR BUY? A CONTROVERSIAL QUESTION FOR PUBLIC UTILITIES 





tive wording “one-third of all rentals 
reported in Schedule XVI, or such other 
portion as can be demonstrated as repre- 
sentative of the interest factor in the cir- 
cumstances of a particular case...” The 
SEC states, “The purpose of the amend- 
ment is to establish a definite formula 
which may be used in determining an ap- 
propriate portion of rentals representing 
the interest factor in rental payments 


””? 


HIS new ruling goes further than ever 
before in standardizing a technique of 
placing a definite portion of rent in fixed 
charges. The amendment furthermore 
tightens the coverage test by including all 
rentals instead of merely long-term rent- 
als. 
The announcement explains the pur- 
pose of this change as follows: 


The limitation of rentals to “long- 
term leases” has been dropped because 
of the substantial difference of opinion 
as to the definition of a “long-term 
lease” and because the presence of the 


interest factor in rentals is not depend- 
ent upon the rental contract extending 
over any given period of time.” 


_ company considering a financing 


program involving a material 
amount of lease rental payments should 
weigh carefully the effect on its fixed 
charges coverage due to the new SEC 
formula. In addition, the possibility of a 
similar evolution in lease analysis among 
accountants, financial institution lending 
officers, and security analysts should be 
carefully considered. Many realty leases 
are long-term and noncancelable for 
twenty years or longer. A company now 
entering into a 20-year noncancelable 
lease could conceivably find somewhere 
along the way that its borrowing power 
has been downgraded by the financial 
community due to the adoption of a for- 
mal technique equating long-term lease 
obligations to debt. 


150, L. Dubois, secretary, Securities and Ex- 
change Commission, Securities Exchange Act of 
1933, Release No. 4245, June 30, 1960, pp.°1, 2. 
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Short-term Cancelable Leases and 
Their Uses by Public 
Utilities 
HORT-TERM cancelable leases have con- 
siderably different characteristics and 
uses than long-term leases, and short- 
term leases are being used by utilities to a 
much greater degree than are long-term 
leases. 

Almost any identifiable chattels may 
be leased, such as automobiles, trucks, 
planes, caterpillars, cranes, tractors, 
mobile two-way radios, mobile gen- 
erating units and substations, switch en- 
gines, barges, tugboats, and coal mining 
equipment.’® Equipment leasing has grown 
extremely rapidly during the 1950's, to an 
estimated $100 million. a year busi- 
ness, approximately ten times what it was 
as recently as 1952. This figure does not 
include such specialized operations as the 
leasing of investor-built gasoline stations 
by major oil companies or the Hertz type 
of automobile rentals.” 


= September, 1958, the Pennsylvania 

Power & Light Company sold its fleet 
of 3,000 vehicles for an estimated $4 mil- 
lion and then leased them back. The lease 
was on a monthly rental basis and reduced 
the company’s fixed charges by about 
$290,000 annually. This utility has about 
600,000 electric customers in 31 eastern 
counties of Pennsylvania. The company 
feels that the fleet leasing program has 
given it $4 million of permanent capital 
for general operating use and that it re- 
duced by $175,000 the annual conven- 
tional carrying cost of such capital. The 
vehicles involved were automobiles, 


16 Zises, op. cit., p. 13. 
17“Equipment for Hire,” by Norris Willat, 
Barron’s, 1959, XXXIX, No. 14, 5-6. 
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trucks, trailers, mobile two-way radio 
equipment, locomotives, construction and 
earth-moving equipment.” 

The Harvard survey found that re- 
sponding analysts regard a short-term 
lease differently than a long-term lease in 
similarity to debt. Whereas a strong ma- 
jority of responding analysts—72 per cent 
—consider long-term leases as equal to 
senior corporate debt (7.¢., unsecured de- 
bentures or secured long-term debt), only 
37 per cent regard short-term leases in the 
same category.” 


dope wrote three security rating serv- 
ices to learn their attitude on fleet 
leasing. 

He quoted excerpts from their replies 
as follows: 

Standard and Poor’s Corporation said: 


We would be inclined to agree that 
vehicle leasing would not ordinarily be 
a significant factor. 


Fitch Investors Services wrote: 


. . it is not our practice to regard this 
as an adverse factor where the amounts 
involved are not material to the assets 
of a utility or a sizable industrial con- 
cern. It might even happen that we 
might regard such an arrangement as 
a favorable factor in the light of the 
advantages and freeing of capital for 


other purposes. 
Moody’s Investors Services stated in 
part: 
Vehicle leasing by utility and indus- 
trial corporations generally involves 
minute charges covering equipment 


18 Knouss, op. cit., p. 79. 
19 Vancil and Anthony, op. cit., pp. 125, 126. 
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having a relatively short life span on 
depreciation. Moreover, relative to the 
total investment in physical properties 
the value of automobile fleets, whether 
owned or leased, almost always appears 
small. 

One analyst who has had close ac- 
quaintance with vehicle leasing pro- 
grams was of the opinion that some 
such programs were indicative of astute 
management. We go along with this 
observation, particularly from the point 
of view of equity owners, since we 
know of one situation where a company 
effected substantial savings per common 
share by changing over from ownership 
of its fleet to a program of vehicle 
leasing.” 


HE adherents of fleet and equipment 

leasing claim it offers the following 
financial and cost advantages over own- 
ership: 

(1) It provides capital at a cost often 
measurably less than a company’s com- 
posite cost of capital; i.c., the cost of 
debt plus equity. This savings is due to 
two factors—the cost to the company for 
equity capital is considerably higher to 
compensate common stockholders for the 
greater risk they are willing to assume, 
and, secondly, cost of equity capital is not 
deductible for tax purposes, whereas the 
entire rental expense is fully deductible in 
the year incurred, subject to certain pro- 
visions of the lease being properly set 
up in advance by legal counsel. (2) It 
can be used to offset new equity capital, 
to add leverage for and reduce dilution 
of common stock. (3) It allows a more 
stable and more easily budgeted annual 


20 Zises, op. cit., p. 9. 


cash expenditure for fleet and equipment 
additions. (4) In the case of companies 
owning their fleet and using a composite 
rate of depreciation for tax purposes 
(usually between 3 and 4 per cent an- 
nually) the companies never obtain any- 
thing near full depreciation on the cost 
of their fleets. Thus tax depreciation on 
the fleet is much lower than the rental 
deduction would be if the same fleet were 
leased.** 


 piecguta of fleet leasing for utilities 

point to the fact that fleet leasing 
lowers ratable plant in comparison with 
ownership, and hence reduces rate base. 
Advocates of leasing answer that usually 
the fleet covers only about one-half of one 
per cent of total assets and thus is a mini- 
mum factor in relation to rate base. Zises 
states: 

Economic analysis has shown in 
every instance that the removal of the 
fleet from rate base has never penalized 
the present shareholder because of the 
tendency of leasing to reduce dilution 
of the equity. Such leasing always, it 
appears, has contributed to earnings for 
the shareholder, or to more economical 
service for the ratepayer, or to a com- 
bination of both.” 


Conclusion 


ieee is no doubt that leasing has be- 
come well-established as a means of 
businesses acquiring the use of fixed as- 
sets. However, the reasons for its popu- 
larity among industrial and commercial 
concerns are not all applicable to public 
utilities. Specifically, one of the most com- 
pelling reasons for such businesses em- 


21 Zises, op. cit., p. 4. 
22 Ibid., p. 6. 
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barking on a lease program is to conserve 
or replenish working capital. This rea- 
son for leasing is not relevant to utilities, 
whose net current assets are an insignifi- 
cant amount of their total assets. 

In considering existing or contemplated 
lease programs involving a material por- 
tion of total assets, utility executives 
should weigh carefully the evidence of a 
growing tendency of many lending in- 
stitutions, accountants, security analysts, 
and the Securities and Exchange Com- 
mission to treat material amounts of 
leases (particularly long-term noncancel- 
able leases) as an obligation equivalent 
to debt but at a higher cost to the lessee 
than debt—in effect, downgrading the 
lessee’s future borrowing power by rais- 
ing his debt ratio. 

There are also deterrents to utili- 
ties availing themselves of the technique 
of sale and lease back of major amounts 
of real property, a method of financing 
practiced so often by integrated oil com- 
panies, retailing chains, and industrial cor- 
porations. These deterrents include the 
following factors: (1) Insurance compa- 
nies and other long-term lenders are rare- 
ly interested in owning highly specialized, 
single-use plants—such as constitute the 
major portion of the real property of pub- 
lic utilities. (2) Even if a utility were 
able to find an institutional investor will- 
ing to buy and lease back—or to build 
new for lease to the utility—a major util- 
ity plant, the rate base of the utility would 
be materially lowered in comparison with 
owning the same plant. (3) A sale and 
lease back of a utility plant would require 
the consent of the holders of the com- 


pany’s mortgage bonds, an action which 
at best would be difficult if not impossible. 


 Pipaguemrnyy all the above difficulties, 
it would seem wise for utilities to 
continue their present policy of not using 
long-term leases in connection with ma- 
jor plants. The above-mentioned difficul- 
ties would not necessarily apply to leases 
of office buildings, general purpose ware- 
houses, and the like, which would nor- 
mally constitute only a minor portion 
of total plant. 

Short-term, cancelable leases for ve- 
hicles, and for other chattel equipment 
not permanently attached to real property, 
are utilized by a limited number of utili- 
ties at present. However, their experience 
shows promise of a growing acceptance 
for this type of lease among utilities. Ac- 
cording to the Harvard survey, a ma- 
jority of security analysts look upon 
short-term, cancelable leases as not hav- 
ing the similarity to senior debt which 
long-term leases have, and therefore are 
not treated as causing an increase in the 
lessee’s debt ratio. Short-term leases do 
not have a significant effect on rate base 
where they are limited to leasing vehicles 
and other chattel equipment which is a 
minor portion of total plant. As to the 
cost of short-term leases, the “rented 
capital” which they provide replaces a 
composite of permanent capital—debt 
plus equity—at a net cost which can be 
demonstrably less after income taxes than 
the composite cost of permanent capital 
in amounts necessary to maintain the cus- 
tomary capitalization ratios of public utili- 
ties. 
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Reform and Reorientation of Natural 
Gas Regulation 


Some careful consideration should be given to the need of orienta- 

tion in natural gas regulation. It is not simply a matter of reorganiz- 

ing the Federal Power Commission or reforming regulatory proce- 

dures. We seem to be heading into an area where traditional utility 
concepts may have to be overhauled. 


By ROBERT B. ECKLES* 


HE publication of the Landis report 

on independent federal regulatory 

agencies has highlighted once more 
a need for a searching examination of the 
function and duties of these agencies. 
The Federal Power Commission was 
severly criticized for its failure to per- 
form with efficiency and dispatch.’ It is 
to be hoped that this report may help in 
some way to bring about a re-examina- 
tion of regulation of natural gas in the 
public interest. Few would deny that a 


*Professor of history, Purdue University, La- 
fayette, Indiana. For additional personal note, see 
“Pages with the Editors.” 


1 Report on Regulatory Agencies to the Presi- 
dent-Elect—submitted by the chairman of the Sub- 
committee on Administrative Practice and Proce- 
dure of the Committee on the Judiciary of the U. S. 
Senate, 86th Congress, 2nd Session, December, 
1960, Washington, D. C., pp. 54-58. 


thorough restudy of natural gas regula- 
tion and the natural gas industry is neces- 
sary. Few would agree on what specific 
problems or the ills of which particular 
industry segment were most in need of 
immediate reform. 


. be many it would seem obvious that 

the most fundamental problem de- 
manding consideration in the regulation 
of natural gas is the present and future 
physical depletion of reserves. Within a 
foreseeable future there will be no natural 
gas for large volume interstate and in- 
ternational transmission. When this state 
of affairs is reached, the producers, pipe- 
liners, and distributors may have millions 
of dollars worth of equipment partially 
depreciated and nothing to do. Present 
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procedures, the general philosophies of 
many regulators, and the ideas of indus- 
trial leaders as well, do not include broad 
plans for meeting this situation. The pre- 
sumption is that there will be a limitless 
reserve of natural gas, or at least it ap- 
pears to be so. The proper use of gas such 
as that burned under boilers, or used for 
inferior purposes, seems to be the tenor 
of regulators’ thinking. This is called 
conservation. Yet neither industry leaders 
nor the Federal Power Commission have 
planned or publicly declared plans for 
dealing with the securities or supplies of 
this wasting asset industry. 


Proposed Changes at the FPC 


eegeasgaa is in the air of regulation. No 

one can predict when, where, or how 
it will take place. But it is almost sure 
to come. The Landis report favoring a 
“czar” has apparently gone into at least 
temporary eclipse. But Congressman 
Harris has introduced a bill to enlarge 
the Federal Power Commission from five 
to seven members. President Kennedy 
endorsed this general idea in his recent 
special message to Congress, suggesting 
that the regulatory commissions should 
delegate decision making to lower levels 
—panels, examiners, etc. This suggests 
possible division of the commission’s gas 
and electric duties. The Harris Bill would 
inevitably lead to a reorganization within 
the commission. 

Whether Congress or the executive 
branch brings about changes, the com- 
mission in the meantime has started on 
its own reform in one phase of regula- 
tion. Last October the commission 
adopted a policy of determining cost 
pricing formulas as if natural gas were 
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a commodity. Prices were to be based on 
those paid within production areas.* 

The courts have not yet ruled on the 
new area pricing formula. They might 
or might not adopt it. The commission 
itself might have some second thoughts 
on this in the light of eventual infusion 
of new appointments. In any event, there 
would seem to be general satisfaction on 
the part of natural gas producers with 
what the commission has tried to do. The 
abandonment of public utility cost-of- 
service methods in price determination is 
a ray of sunshine in an otherwise dark, 
overcast, and uncertain regulatory cli- 
mate. 


. | So undertake a reform and reappraisal 
of only one problem of the natural 
gas industry is not enough. As costs are 
considered why not re-examine the pru- 
dent investment or historic cost theory 
that has been rock bottom among theories 
of regulation since the Hope case?* If 
the new area pricing policy means any- 
thing, the Federal Power Commission 
may be willing to throw out this public 
utility procedure. Public utility concepts 
bearing on this and other aspects of man- 
agement and service can be questioned. 
The easy assumption that the public is 
going to support the pipeliners and pro- 
ducers by investing in their stocks and 
bonds, for example, does not seem to 
square with the investment trends in re- 
cent years. 
2Re Phillips Petroleum Co. (FPC) G-1148, 
Opinion No. 338, 35 PUR3d 199, September 28, 
1960. Re Rate Standards for Independent Nat. Gas 
Producers (FPC) 35 PUR3d 195. Statement of 
General Policy No. 61-1, September 28, 1960. HR 
5868, 87th Congress, Ist Session, introduced 
March 23, 1961. 
8 Federal Power Commission v. Hope Nat. Gas 


ope 
Co. (1944) 320 US 591, 51 PUR NS 193, 3 FPC 
150. 
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No major pipeline has yet failed to 
declare its dividends. But this does not 
preclude that possibility in the future 
when supply patterns and costs may make 
it hard to prosper. Rate of return under 
the historic cost-of-service formula may 
not give enough financial room for ma- 
neuvering and planning ahead. The flight 
of public confidence from natural gas 
stocks may, when analyzed completely, be 
in good part the result of holding too long 
to the historic cost formula. Natural gas 
common stocks forming a part of the 
holdings of 12 major investment com- 
panies, for example, declined in a 
weighted average from 3.23 per cent in 
1954 to 1.55 per cent during 1959. The 
trend as reported in Moody’s utility com- 
mon stock price averages for month-end 
market prices for the years 1957 to 1959, 
inclusive, for ten natural gas transmis- 
sion companies, shows a decline in index 
price average from 100 in January, 1957, 
to 94 in November, 1959.* While the deci- 
sions of regulators and their cost for- 

4See: Moody’s Public Utility Manual, Moody’s 
Investors Service, New York. Also, Re Panhandle 


Eastern Pipe Line Co. (FPC) G-19780, March 
21, 1961. Exhibit No. 4 on Rate of Return 


mula rate of return cannot be alone 
blamed for this decline, the financial fu- 
ture for the industry can be forecast in 
great measure on inspection of how they 
do bear on management decisions and fi- 
nancial negotiations. 


The Cost Base Problem 


Grou present depreciation and valua- 
tion by public utility rates requiring 
original cost be discarded? Do they truly 
represent a reasonable method for de- 
preciation and valuation when the dollar 
as reported for original cost and the 
present inflated dollar seem to be related 
only by their bearing the same name? 
Cannot an investor find a better industry 
to place his dollar than in one where cost 
of borrowing money so nearly equals the 
rate of return permitted? Why should an 
investor seek out a public utility natural 
gas company when the rate of return is 
calculated upon a financial structure that, 
because of inflation, may well no longer 
exist ? 
Or why in the presence of conditions 
peculiar to a wasting asset industry 
should he invest when regulation seems 
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to disregard this fact? By following his- 
toric cost formulas, managements may 
well be strait jacketed into financially un- 
satisfactory postures. These questions 
and the economic problems they indicate 
are of immediate concern for reformers. 

Perhaps some industry conference, 
some investigatory congressional com- 
mittee, or some other body will try to 
answer these basic questions. When the 
Federal Power Commission acknowl- 
edged that old public utility cost-of-serv- 
ice principles should be modified in the 
case of area pricing, it opened the path 
for other changes in the rules and regu- 
lations by which it has operated. One 
study or reform ought to deal with the 
solution to problems created by account- 
ing procedures. Costs, current costs, un- 
der inflation and for plant replacement 
should be the subject for restatement and 
valuation. 


i hard, and long look should be 

given to the wasting asset character 
of the industry and its economic conse- 
quences to the natural gas industry. 
Should not public utility concepts be 
dropped for producers and other segments 
of the industry? Is the best use of nat- 
ural gas its consumption by home owners? 
Should not this energy fuel be reserved 
for efficient uses and dedicated to se- 
lected industries such as glass making, or 
to the extended use of gas for petro- 
chemicals? If this is so, then we might 
find that what is being regulated is not 
primarily a public utility but basically a 
transportation or chemical industry. Of 
course, too much time and too much 
money have been invested in the public 
utility functions and services to change 
radically present service commitments. 
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But what of future construction and dedi- 
cation of natural gas? 

This brings up the recurring question 
of the true economic nature of the in- 
dustry. Is it competitive at the distrib- 
utor’s end with other energy fuels? 
Recent congressional inquiries were con- 
cerned with the need of a natural energy 
fuels board.’ Whether or not it is wise 
to regulate coal, fuel oil, and natural gas 
by a national energy commission is still 
a moot question. Certainly some rethink- 
ing on this phase of natural gas regula- 
tion is called for because of the probable 
rise in price that will accompany any pric- 
ing of gas on reasonable competition in 
the market place. There probably would 
occur a rise in the already high price 
charged by distributors to householders. 
But this does not mean that the distrib- 
utor would be priced out of the market. 
Competition might eventually guarantee 
natural gas a favorable position in the 
race for domestic and new industrial 
sales. The reduction of reserves in this 
wasting asset industry might prove to be 
the controlling factor of price and com- 
petition and under these conditions the 
utilization of natural gas will become the 
great problem for regulators to decide. 


Gas Industry Divided into Three Parts 


.* has long been considered by many 
that while the distributor at one end 
of the pipeline can be classed as a public 
utility, the producer at the other end is 
at best a quasi-public utility, if one at all. 
The pipeliner is somewhere in between. 


5Energy Resources and Technology. Hearings 
before the Subcommittee on Automation and En- 
ergy Resources of the Joint Economic Committee 
of the Congress of the United States, 86th _Con- 
gress, Ist Session—pursuant to § 5(a) of Public 
Law 304, 79th Congress. Washington, D. C. 1959. 
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Actually he is a transporter of an energy 
fuel as much as a coal-carrying railroad. 
Few would care, however, to have natural 
gas transportation regulated by an inde- 
pendent agency after inspecting the record 
made in regulating railroads. Since the 
passage of the Natural Gas Act, both 
pipeliner and producer, probably quasi- 
public utilities at best, have been regu- 
lated as if they were in nearly every 
aspect completely public utilities. Could 
not a restudy recommend new laws and 
regulations to shape procedures and rules 
to a recognition that quasi-public utilities 
are not to be regulated as public utilities? 
Ever since the days of the railroad 
rate scandals of the late nineteenth cen- 
tury, the fights to curb “malefactors of 
great wealth,” and the scandals of pub- 
lic utility holding companies in the twen- 
tieth century, regulation has been restric- 
tive in thought, word, and deed. It has 
been framed to prevent exploitation of 
the public by rapacious managements. 
Regulation should continue to safeguard 
the public. But may it not do it differently 
than in the past? The problem for solu- 
tion is whether or not restraints imposed 
on management by the Natural Gas Act 
are the right ones to use in the future. 


oe public utility concepts 

might well be overhauled. If the fu- 
ture economic prosperity of natural gas 
is that of a petrochemical industry, why 
regulate it as if it were a public utility? 
If its profit making depends upon a com- 
petitive bidding for resources, then man- 
agements should have sufficient freedom 
to organize and operate under competi- 
tive conditions. If the criteria for price 
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determination should depend upon the 
market price arrived at by selling com- 
petitively in the market place with other 
fuels, then monopolistic service areas will 
be less important to the distributor seg- 
ment. If national interest dictates that, 
as an energy fuel, natural gas is reserved 
for certain industrial uses, then present 
laws will not best meet these considera- 
tions. 

Whatever is done, a great deal of con- 
cern should be shown to encourage man- 
agements to persuade the investing public 
to support them in the new era wherein 
the wasting asset aspects of the industry 
will be featured. Restraints such as old 
cost-of-service rate of return formulas 
should be revised or thrown out. This will 
be doubly true if the economics and pol- 
icy determine that this is not wholly a 
public utility industry. 


| one of protecting public interest by 

old-style restraints, why not try regu- 
lation based on contemporary economic 
studies of what the natural gas industry 
is and does? Most managements of what- 
ever segment of the industry would un- 
doubtedly favor regulation that will en- 
courage better performance in every 
phase of operations. They might feel 
stimulated when encouraged to diversify 
operations and investments, to sell more 
cheaply in markets in competition with 
other energy fuels, and to look ahead 
in financing by the offer to the public, 
after Securities and Exchange Commis- 
sion approval, of stocks and bonds of 
energy fuel, or petrochemical, or trans- 
portation companies. They would no 
longer be wholly public utilities. 
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Outlook for Electric Utility Common 
Stocks 


With the average electric utility stocks now selling at more than 

twenty-one times annual earnings, utilities are certainly higher than 

they were. But how do they compare with other stocks? It is neces- 

sary for the investor to consider certain inherent advantages, such 

as the definite demand for essential service, the lack of competition, 

domestic or foreign, low relative labor costs, and definitely increasing 
per customer demand. 


By JEROME C. HUNSAKER, JR.* 


o start on this problem, let us first 

consider where electric utility com- 

mon stocks are selling in the market 
place and how this compares with the past 
and with other securities. The average of 
electric utility stocks is currently selling 
at 21.2 times latest twelve months’ earn- 
ings and provides a 34 per cent yield. 
This compares with a price-earnings ratio 
of 17.6 times and a yield of over 4 per 
cent a year ago, and 14.2 times and a 4.4 
per cent yield five years ago. 


*Vice president, Colonial Management Associ- 
ates, Inc. For additional personal note, see “Pages 
with the Editors.” 
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The Dow-Jones industrial average may 
not be a perfect index, but it is certainly 
widely used and well-known. It is current- 
ly selling also at 21 times earnings and the 
yield is just over 3 per cent. The figures 
a year ago for the Dow-Jones industrial 
average were 18 times earnings, and five 
years ago 14.5 times. We all know the 
current stock market is conspicuous for 
the high price-earnings ratio and low 
yield offered by growth stocks, while solid 
companies with very moderate growth 
prospects are selling at under a 5 per cent 
yield basis and perhaps around 12 times 
earnings. These figures clearly indicate 
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that the utilities are higher than they were 
but when compared to other stocks, the 
story may be different. 


N”™ why have electric utility shares 
done so well in price? One of the 
reasons is that in this competitive age it 
has become more and more difficult to 
find dependable growth in earnings. The 
electric utility industry measures up on 
the growth test. The record indicates a 
7 per cent annual compounded growth in 
volume is the experience of the industry. 
This means an approximate double in the 
size of the business each ten years, The 
financing of this growth has been ar- 
ranged so that the growth in volume has 
been carried down to a growth in per 
share earnings of approximately 5 per 
cent and a parallel growth in dividend 
payments. Naturally the results for com- 
mon stock investors have been good. 


Utility Fundamentals 


I” us next consider some of the funda- 
mentals of the utility business : 


1. The product is a consumer and in- 
dustrial necessity with an inelastic de- 
mand. 

2. Electricity is a consumer expend- 
able, the demand for which cannot be 
postponed. 

3. There is little competition with 
other products and no foreign competi- 
tion. 

4. Labor costs are low in relation to 
sales and labor peace and harmony are 
the rule rather than the exception. 

5. Growth in electric energy reflects 
the compounding of population growth 
and increasing use per customer. The 
rising trend in usage per customer is 


explained by continued mechanization 
of industry, commerce, and the home. 

6. Rate regulation is performed by 
the states, not the federal government, 
and has been, by and large, reasonable. . 


No change in these attractive funda- 
mentals is apparent and the industry can 
be expected to continue in its past pat- 
tern. 


H™ are a few figures as to just how 
investors have fared in electric util- 
ity shares, particularly in the recent past. 
Moody’s electric utility average, January 
1, 1958, was 50.30 and is now 85.37, an 
increase of 70 per cent. During this same 
period the Dow-Jones industrial average 
increased 250 points from 440 to 690, or 
55 per cent. Averages always have the 
infirmity of being unreal. Nobody owns 
an average. Also they bring up problems 
as to whether one just averages per share 
figures or weights the figures for size of 
company. It would be helpful, therefore, 
to use the real experience of an institu- 
tional investor. 

The organization with which this 
writer is associated, the Colonial Fund, 
has always had an important position in 
the utility business and over the years 
this segment of the portfolio has done 
very well for us. The actual experience 
of the fund for the same period from the 
beginning of 1958 to date was that its 
utilities showed an 86 per cent increase 
in value and that seven of our 14 elec- 
tric utility holdings increased their divi- 
dends in each of these three years, two 
increased their dividend two of the three 
years, and none failed to increase their 
dividends at least once during the three 
years. The particular list of electric utili- 
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ties held by The Colonial Fund repre- 
sents a compromise between those com- 
panies with an outstanding growth record 
and accompanying high price and low 
yield and the companies which pay higher 
dividends. A list of just what we might 
nickname the super growth utilities would 
have shown even better capital apprecia- 
tion but at the expense of current income. 

There are, in this writer’s opinion, a 
number of factors that help explain the 
increase in the price-earnings ratios as- 
signed to utility shares. The most im- 
portant is a change in investor thinking. 
He no longer seems to view electric util- 
ity shares as primarily a defensive invest- 
ment offering satisfactory income, but 
now also recognizes the excellent growth 
record of the industry. 


The Outlook for Electric Shares 

HE important question, of course, is: 

What is going to happen next? To 
get a perspective on this, let us examine 
the supply of new issues of electric util- 
ity shares. The figures for the past five 
years show that new underwritten offer- 
ings of common stocks totaled in 1956, 


= 
\ 
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$258 million; 1957, $452 million; 1958, 
$290 million; 1959, $543 million; 1960, 
$126 million. It is this writer’s belief 
that new issues of electric utility com- 
mon stocks will continue at a low level 
in the next two years. This is based on 
a number of reasons, including (1) the 
presently satisfactory capitalization ratios, 
(2) a highly comfortable reserve posi- 
tion (reserve generating capacity is now 
approximately 30 per cent compared with 
almost zero postwar), and (3) increas- 
ing cash flow from operations. These fac- 
tors in part explain the conclusion that 
the new supply of electric utility shares 
will not increase at the same rate as in 
the past five years. 

This factor is a very important point 
not only with respect to the supply of 
equity shares, but because of its effect 
upon earnings. With companies continu- 
ing to grow and growing into their re- 
serve capacity accompanied by less than 
usual equity dilution, it is obvious that 
the rate of increase in per share earnings 
should improve. Of course there are wor- 
ries as to future rate regulation in certain 
states, and there is naturally concern over 
future competition from federally fi- 
nanced public power plants. 


N™ let us consider the demand for 

electric utility common stocks. The 
story here is one of prospective continued 
growth. As is well-known, electric utility 
common stocks are suitable for almost all 


investors. The individual investor is slow- 


ly being educated by the investment com- 
munity as well as by the efforts of the 
Edison Electric Institute to overcome his 
prejudices concerning regulated indus- 
tries inherited from the public utility hold- 


ing company days. 





Q 
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The efforts of the New York Stock 
Exchange, the security houses around the 
country, and, of course, the mutual funds 
have all been helpful in popularizing 
common stock investment. We also should 
not forget that the constant political dis- 
cussion of growth, new frontiers, and in- 
flation all carry an implied message that 
the way to make money is to buy com- 
mon stocks. It seems entirely reasonable 
that the 15 million individual investors 
will increase in number and will have 
new funds for common stock investment 
that may well match the growth of the 


utility industry. 


The Institutional Investor 


N™ let us turn to a very large class 
of institutional investors which I 
shall nickname “fiduciaries.” By this term, 
I include school, college, hospital, and 
church accounts, trust departments of 
banks, lawyers’ offices, and others. By and 
large, the capital managed by what I term 
fiduciaries is not growing rapidly. There 
is, of course, some growth through the 
increase of population and the fund-rais- 
ing efforts of institutions. The managers 
of these funds are usually conservative 
people and have only a portion, usually 
more than half and often as much as three- 
quarters, of the account invested in com- 
mon stocks. Furthermore, a pretty siz- 
able proportion of the common stock 
money is in utilities. 

A conspicuous feature of the postwar 
financial scene has, of course, been the 
growth of the mutual fund industry. In 
1959 the net of sales over redemptions 
amounted to $1.5 billion and $1.3 billion 
in 1960. Almost all of this new money 
finds its way into the stock market and a 
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portion of it, perhaps in the order of 10 
per cent to 15 per cent, is for utilities. We 
should note that as financial institutions 
go, the mutual fund buyers are quicker 
to change their minds than some of the 
others. This applies not only to the hold- 
ing of individual companies but also to 
the amount devoted to industries, It is 
necessary, therefore, for the utility in- 
dustry to deliver performance as measured 
by growth of per share earnings and divi- 
dends and to continue to do a good job 
of financial public relations with the mu- 
tual fund buyers. 


The Pension Fund Factor 


Ne the really important factor on the 

demand side for utility shares is the 
pension funds. Their growth is explained 
by a combination of rising wage levels, an 
increase in the number of people employed, 
and liberalization of coverage and amount 
of pension benefits. The day of theoreti- 
cal stability when new money coming in 
is matched by payments to the retired 
seems in our judgment to be way off in 
the future, probably beyond the lifetime 
of most readers. 

By and large the pension funds are run 
on the basis requiring a 3 per cent to 34 
per cent yield on the invested capital. Since 
bonds provide a yield well in excess of this 
actuarial requirement, the pension funds 
have little inhibition from the standpoint 
of income in investing in common stocks. 
The managers of the corporation and the 
trustees of the pension fund realize that 
important indirect future benefits to the 
company will be realized if, through com- 
mon stock investment, the fund increases 
in value and in the process income has not 
been reduced and undue risks of loss have 


MAY 25, 1961 








PUBLIC UTILITIES FORTNIGHTLY 





not been accepted. If the fund has a cush- 
ion of unrealized capital appreciation over 
book value, it can afford from a risk 
standpoint not only to carry the stocks it 
has but maybe increase the percentage of 
common stocks. As well-known, the cur- 
rent pattern is to increase the stock pro- 
portion, the conspicuous example being 
that of the telephone company. This is be- 
ing done, not by sale of bonds, but by each 
year investing a larger proportion of new 
money in common stocks. 


_ is obvious for this type of investor, 

steady growth accompanied by low 
risk and some income is the ideal. It is 
also obvious that electric utility shares fit 
the pension fund book as well or better 
than any other group. 

The figures that we have been able to 
assemble indicate that corporate invested 
pension funds (this excludes insured 
plans) now total in market value about 
$33 billion. Of this, an informed estimate 
indicates that close to 45 per cent is in 
common stocks and less than a quarter 
of the common stocks is invested in elec- 
tric utility shares. Of even more interest 
is the growth in pension funds. It is es- 
timated that the current annual rate of 
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new money is $3.8 billion a year, and re- 
member this will increase each year. More 
than one-third and less than half of this 
new money is probably being invested in 
common stocks, roundly $1.5 billion, and 
in the vicinity of $300 million is allocated 
to the purchase of electric utility com- 
mon stocks. 


ne significant feature of the pen- 

sion funds is that they are an impor- 
tant stabilizing influence on the stock mar- 
ket as a whole and utility stocks in particu- 
lar. Typical pension fund buyers are cur- 
rently somewhat scared of the level of the 
market and have been holding back from 
buying equities the past six months. It fol- 
lows that with any real decline in the mar- 
ket these people would certainly be buying 
electric power stocks. Thus the past in- 
crease in price of utility stocks is ex- 
plained by the excess of the demand side 
of the equation over supply. We can expect 
current conditions to continue for the 
next couple of years. The new supply of 
electric utility common stocks is expected 
to be low, perhaps a little higher than in 
1960. Demand from pension funds should 
continue to grow rapidly and continued 
moderate growth in demand for these 





OUTLOOK FOR ELECTRIC UTILITY COMMON STOCKS 


stocks at current price levels from indi- 
viduals, fiduciaries, and mutual funds is 
foreseeable. 


Conclusion 

HIs writer’s conclusion is that the re- 

lationship between the demand and 
the supply of utility shares indicates the 
continuation of the current level of utility 
price-earnings ratios. The excellent work 
of the Edison Electric Institute in finan- 
cial public relations should be continued 
and more presidents and financial vice 
presidents of major utilities might well 
adopt the procedure of visiting financial 
centers to explain to institutional investors 
the current facts concerning their com- 
panies. It is also apparent that utility ex- 
ecutives must continue their efforts to 
explain the financial facts of life to the 


state regulatory bodies, in particular, ex- 
plaining how sensitive the financial mar- 
kets are to change and particularly unfa- 
vorable changes. 

Another observation that has been made 
is that in the utility field top management 
does not own much stock. Stock owner- 
ship and stock option plans for top man- 
agement act as an important incentive to 
unite stockholder and management inter- 
ests and are appropriate in the utility in- 
dustry. It would probably be helpful if a 
pattern of annual dividend increases, even 
if small in size, were developed rather 
than waiting to raise the dividend every 
two or three years and then in large 
jumps. As long as the industry can con- 
tinue to deliver a growth record, it will 
have the support of the institutional in- 
vestor. 





The Electric Industry Tax Load 


MPLIOW would you feel if you read some morning in your news- 
paper that someone had absconded with over $2 billion of 
government tax revenues and that emergency tax increases were to 
be levied against you and all other taxpayers to make up the loss? 
Your emotions would run the gamut from amused disbelief to sus- 
picion and anger. 

"Of course, nothing as dramatic as the disappearance of $2 billion 
is likely to happen—not overnight that is. However, if the long-term 
program of public ownership advocates to nationalize the electric 
industry should ever succeed, billions of dollars of tax revenue now 
paid by investor-owned electric companies to all units of govern- 
ment, will be wiped off the books as clean as if the money had been 
removed from public treasuries in the night. 

"It is estimated that tax-paying electric companies will have a total 
tax bill of approximately $2.35 billion for the year 1960. These tax 
payments to every level of government help strengthen national 
defense, support schools, and other essential services." 

—EDITORIAL STATEMENT, 


Industrial News Review. 
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The President's Tax Message 


— utility companies will be espe- 
cially interested in several items in- 
cluded in President Kennedy’s special tax 
message to Congress on April 20th. One 
was a plea for extending the 10 per cent 
excise tax on telephone bills and interstate 
passenger fares, which would otherwise 
expire June 30th. This request, which the 
President said was based on the govern- 
ment’s need for a continued high-level tax 
revenue, was generally expected. He also 
sought the extension of existing corporate 
taxes at 52 per cent. The President rec- 
ommended a limited tax on co-operatives 
through a withholding tax of 20 per cent 
on earnings allocated to their patrons. 
The message stated, in the case of rural 
electric co-operatives, however, the pres- 
ent exemption “should be continued.” 
The President’s proposal to enact a so- 
called “tax credit” plan to encourage new 
investment and plant expansion by busi- 
ness and industry generally was favorably 
received in industry circles. However, the 
proposal would expressly exclude “‘invest- 
ments by public utilities, other than trans- 
portation.” The exclusion of public utili- 
ties was based on the theory that they 
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the Utilities 


have a service obligation to expand plant 
as needed without any such tax incentive. 

On the subject of abuse of business en- 
tertainment expenses as tax deductions, 
there was interest but no noticeable op- 
position in public utility circles. In fact, 
there were several expressions of approval 
indicated from individual company ex- 
ecutives who felt that the improper use 
of business expense deductions had re- 
sulted in an unfair burden on corporate 
business taxpayers who had endeavored 
to make reasonable and proper use of 
business deductions. 


i” the public utility field, which usually 
has no area type competition between 
utilities rendering the same kind of serv- 
ice and whose expenses are routinely re- 
ported through regulatory chanels, there 
is not so much tendency to make extrava- 
gant use of business expense deductions. 
In more competitive type enterprises, busi- 
ness expenses for entertainment purposes 
which wander over the line of propriety 
have resulted in criticisms which are the 
basis of the President’s complaint to Con- 
gress. 

Some opposition was noted, however, 
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to the proposed 20 per cent withholding 
tax on dividends and interest, and the pro- 
posed repeal of the 4 per cent dividend in- 
come tax credit and $50 exclusion of tax- 


able dividends. Public utility companies . 


are widely financed through small share 
holdings, often at the local level, and there 
was some feeling that such burdens would 
discourage the grass-roots type of financ- 
ing through local investors who are also 
customers of the utility companies. 

Major opposition, of course, was to the 
apparently discriminatory reference in 
President Kennedy’s proposal for a tax 
credit to encourage plant expansion and 
equipment spending. The reason why 
President Kennedy specifically excluded 
public utilities from such recommended 
tax benefits was probably, as already 
stated, based on the theory that public 
utilities have a service obligation to ex- 
pand plant so as to provide adequate serv- 
ice without regard to tax incentive. But 
the fact that Congress has twice included 
the utilities in earlier legislation to pro- 
vide liberalized and accelerated deprecia- 
tion as an incentive to expand plant con- 
struction, raised the question of why such 
a distinction should be made at this time. 
This is especially noteworthy in view of 
what happened when regulatory interpre- 
tation in some states prevented utility in- 
vestors from using or gaining any bene- 
fits from the liberalization provisions. As 
a result some utility companies are not 
even making use of the liberalized depre- 
ciation forms. 


Bescon has been a suggestion made 
(see “Utilities Should Not Be Ex- 
cluded from the New Credit Proposal,” 
by Willard F. Stanley, page 760) that 
Congress might consider allowing utilities 
to share some, if not all, of the recom- 
mended benefits from tax credits. If this 
were possible, it would have the advan- 


tage of avoiding complications of “nor- 
malization” or “flow-through” treatments 
which now deprive utility companies as 
taxpayers from the depreciation deduc- 
tion granted in earlier legislation to other 
business taxpayers. 

Another question posed by the Presi- 
dent’s message was the specific reference 
to the fact that taxation of co-operatives 
should in no event repeal the income tax 
exemption of rural electric co-operatives. 
It was not immediately apparent whether 
President Kennedy had in mind the ex- 
emption of all types of REA co-operative 
borrowers—rural telephone as well as 
rural electric—or simply rural electrifica- 
tion type co-operatives, as such. If the 
President did intend such a distinction, 
again the rationale or purpose of the pref- 
erential treatment will probably be scru- 
tinized by the lawmakers. 


> 


Kennedy on Conflict of 
Interest 

 gecevemene Kennedy on April 27th an- 

nounced a rigid new code of ethics for 
administration officials and asked Con- 
gress to stiffen laws against improper use 
of federal posts for private gain. In a spe- 
cial message on conflicts of interest, Ken- 
nedy also proposed outlawing private ap- 
proaches to federal regulatory agencies in 
cases which must be decided through for- 
mal hearings. 

The latter provision would apply to 
members of Congress, if administration 
officials have their way. It is doubtful they 
will, since many lawmakers insist it is 
proper for them to talk to agencies about 
cases involving their constituents. The 
recommended ban on “ex parte” contacts 
with agency officials was an echo of con- 
gressional hearings which were high- 
lighted in 1958 by the resignation of 
Presidential Assistant Sherman Adams. 
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Kennedy named no one in Republican 
or Democratic administrations, but he 
said that “in the past two decades, inci- 
dents have occurred to remind us” that 
changes are needed in laws and regula- 
tions covering government ethics. The 
President made a point of demanding 
that the administration set personal ex- 
amples of conduct “above reproach.” He 
promised to help, by such means as apply- 
ing standards for property holdings and 
acceptance of gifts by presidential ap- 
pointees. 


teow President asked Congress to make 
it easier for private experts to work 
for the government without risking crimi- 
nal charges under conflict of interest tech- 
nicalities. A bill being drafted by the ad- 
ministration would carry a possible fine 
of $10,000 or a year’s imprisonment, or 
both, for violating proposed bans against : 


Accepting outside pay by a regular 
government employee for any transac- 
tion involving the government, or tak- 
ing part in any federal business in 
which he has a financial stake without 
permission from his agency head. 

“Switching sides” from the govern- 
ment to a private party in a case upon 
which an official has worked, thus pin- 
pointing and making permanent what 
is now a vague two-year prohibition. 

Receiving pay by a presidential ap- 
pointee for any lecture, article, public 
appearance, etc., devoted to the work of 
the department or based on official in- 
formation not yet a matter of common 
knowledge. 


. I ‘HE Kennedy recommendations would 
also: 


Apply “government-wide standards 
to the continuance of property holdings 
by appointees to the executive branch,” 
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following through on the Senate Armed 
Services Committee’s demands that 
Pentagon nominees sell stock they hold 
in firms with defense contracts. 

Forbid gifts to government workers 
if they have “reason to believe” their 
official positions prompted the presents, 
or if the donor’s “private interests are 
likely to be affected by actions of the 
employee or his agency.” 

Prohibit government employees 
“from using for private gain official in- 
formation which is not available to the 
public,” thus preventing such actions as 
stock speculation through possession of 
inside knowledge. 

Bar government employees from 
using their positions for “the subtler 
forms of extortion,” such as inducing 
economic gain from a person whose in- 
terests may be affected by the worker’s 
agency. 

Bar any government employee from 
doing outside work which is “incom- 
patible” with his federal employment, 
with each department and agency set- 
ting its own rules in this regard. 


* 
Signed Opinions 


gt a recommendation of the 
Landis report to President Kennedy, 
FPC decisions in the more important 
cases will hereafter be issued in the name 
of the individual commissioner who pre- 
pared the opinion. This applies to cases 
submitted to the commission after April 
15th. The chairman will assign the im- 
portant cases to individual commissioners, 
or to himself, as soon as practicable after 
the issuance of the presiding examiner’s 
decision, or the waiver of the intermedi- 
ate decision. 

The commissioner so assigned will be 
responsible for preparing the decision and 
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submitting it to the commission for the 
concurrence of the other members. Any 
dissents will be issued concurrently with 
the majority opinion, as in the past. The 
FPC said the practice will not be followed 
in those cases which the chairman or the 
commission does not consider important 
enough to warrant the preparation of a 
signed opinion. 
>} 


Carroll Bill to Cut Down 
Appeals 


ENATOR Carroll (Democrat, Colorado) 

has introduced legislation making the 
decisions of hearing examiners final un- 
less reviewed by the full agency member- 
ship on one of four tightly defined cri- 
teria. Senator Carroll’s proposal (S 1734) 
would put into effect some of the recom- 
mendations made recently by the Senate 
Judiciary Subcommittee on Administra- 
tive Practice and Procedure. 

Under the terms of Senator Carroll’s 
bill, review of an examiner’s decision 
could be taken up by agency heads only 
on one or more of the following grounds: 
(1) a finding that a material fact by the 
hearing examiner is “clearly erroneous” ; 
(2) a finding that a hearing examiner has 
reached an important legal conclusion on 
a question lacking precedent, or contrary 
to precedent or established law or agency 
rules; (3) a finding that a substantial 
question of administrative policy or dis- 
cretion is involved; (4) a finding that the 
proceedings before the hearing examiner 
“involved a prejudicial procedural error.” 

Ser.ator Carroll noted President Ken- 
nedy’s recent message on regulatory re- 
form called for giving of hearing examin- 
ers’ decisions “a considerable degree of 
finality.” This would seem to indicate that 
the proposal has the backing of the White 


House. The bill has gone to the Senate 
Judiciary Committee and this may stir up 
a jurisdictional dispute between that body 
and the Senate Interstate Committee. 
Normally, the Interstate Committee han- 
dles legislation relating to the regulatory 
agencies. 
» 


Quoddy Snagged Again 


os Passamaquoddy tidal project has 
once again been rejected despite ear- 
lier forecasts that the plan was now feasi- 
ble. About four years ago a U. S.-Cana- 
dian agency undertook a study of the prac- 
ticability of generating electricity from 
the world’s highest tides which occur be- 
tween the borders of Maine and Canada. 
The Joint Commission released a report 
recently which indicated that it would be 
possible to produce power at a cheaper 
cost through the use of conventional fuels. 
Construction forecasts suggest that some 
$600 million would be needed to build the 
facility. 

Backers of the project still have some 
hope because the report does indicate that 
Quoddy should be viewed as “a long- 
range possibility having better prospects 
of realization when other less costly en- 
ergy resources available to the area are 
exhausted.” During the days of the New 
Deal, there was serious consideration 
given to harnessing the huge tides of the 
area. However, it was finally rejected as 
impractical. It has been estimated that 
some four billion tons of water pour in 
and out of Quoddy and Cobscook bays 
twice each day. It has been forecast that 
this huge movement of water might be 
used to produce about two billion kilo- 
watt-hours of electricity a year. For the 
moment at least, the project seems to have 
been put back on the shelf. 
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FCC Receives Satellite Plans 


i lees Federal Communications Com- 
mission has received a large number 
of plans outlining possible organization 
of a future space communications sys- 
tem. Interested parties were invited by 
the commission to file comments by May 
Ist. 

American Telephone and Telegraph 
has proposed that international common 
carriers in this country and abroad place 
“microwave towers in the sky” by a com- 
pany that would be jointly owned and 
operated. Some companies object to 
AT&T’s plan on the ground that it ap- 
pears to restrict participation to those 
companies now in the common carrier 


field. AT&T has stated that 


Under our proposal the satellite fa- 
cilities would be equally available to 
all duly licensed carriers through either 
ownership participation based on usage 
or by lease participation, as they elect. 
The satellite system could be used by 
them for any overseas communications 
services which they provide now or 
in the future may be authorized 
by the FCC to provide. 


General Telephone & Electronics Cor- 
poration recommended that the nation’s 
communication companies be authorized 
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Telegraph 


to form a single jointly owned com- 
mercial space communications company. 
General’s statement stressed that only a 
single system is feasible within the fore- 
seeable future. It is General’s feeling that 
a company consisting of existing and 
future domestic and international com- 
mon carriers would facilitate the pool- 
ing of scientific man power and equip- 
ment, thereby tending to insure the early 
success of the project. To protect against 
possible discrimination in the use of the 
system by competing companies, General 
stressed that ground station facilities 
should be available to all such companies, 
whether or not their traffic is sufficient 
to warrant a separate ground station for 
their own requirements. All message 
traffic of the same class would be han- 
dled on a “first come, first serve” basis. 


"see AIRCRAFT CORPORATION has 
proposed that the public be permitted 
to invest in a satellite system. Nonpublic 
financing would come from existing com- 
panies in the international communica- 
tions business, and from companies which 
make space exploration equipment. This 
is counter, of course, to AT&T’s pro- 
posal which would restrict participation 
to common carriers. Lockheed’s aim is to 
prevent any existing companies from 
dominating the satellite field. 
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The statement filed by Radio Corpora- 
tion of America seems to be largely con- 
cerned with whether RCA will be allowed 
to use the satellite message-sending fa- 
cilities. The RCA statement stresses that 
the system should be “equitably available 
to all authorized carriers through their 
own ground stations, regardless of the 
ownership or control of the satellites.” 

The American Rocket Society gave 
the commission notice that its principal 
interest in space communications is in the 
technical areas of radio frequency alloca- 
tions. The society noted that since the 
proceedings now before the commission 
involve questions of regulatory policy, 
antitrust law, common carrier regulation, 
and international relations, the society 
would refrain from making any comment. 
It was emphasized that in the future the 
society expected to participate in the 
various discussions regarding space com- 
munications which might occur before 
the commission. 

The Hawaiian Telephone Company ad- 
vised the FCC that, in view of its past 
performance in providing communica- 
tions service between the mainland and 
Hawaii, it merits some voice in the op- 
eration of any commercial space satellite 
system serving that state. The company 
also indicated its willingness to participate 
financially in the total enterprise of any 
system which serves that area. 


| eee Wiretess, Inc., of New York 
city submitted a statement which con- 
cluded with the following: 


It seems to us that the complexity 
and the many facets involving satel- 
lite systems for international com- 
munications are quite apparent and that 
they go far beyond the technical prob- 
lems, important as they are, such as 
interference protection and frequency 
assignment. The maintenance of the 


policy by the commission of fostering 
beneficial competition among U. S. 
privately owned and operated inter- 
national carriers in the face of the 
complex picture developing would, to 
us, seem to demand exceptional caution 
on the part of the commission in es- 
tablishing a policy effectuated on an 
equitable, nondiscriminatory, and law- 
ful basis. 


Western Union indicated that a single 
satellite system should be authorized 
rather than a multiplicity of competing 
satellite systems, each of which would 
attempt to operate satellite systems and 
furnish services to smaller segments of 
the industry. However, Western Union 
stressed that it opposes the AT&T ap- 
plication to “become the owner and op- 
erator of this single system.” Western 
Union then went on to state that, in its 
opinion, the most efficient way for indus- 
try to participate in the establishment of 
the required communications _ satellite 
system would be to organize a joint com- 
mon carrier-industry enterprise with gov- 
ernment co-operation. This corporate 
entity would be owned publicly and would 
not be financed by government funds. 


NDER the Western Union concept 

one of the prime roles of the gov- 
ernment would be technological defini- 
tions, such as the number of satellites, 
equatorial or polar orbits, height, band 
width, power, etc. The corporation itself 
would be primarily responsible for financ- 
ing and operation of the system and any 
profits would be taxable. 

The International Telephone & Tele- 
graph Corporation told the commission 
that it was its view that the ownership, 
maintenance, and operation of satellite 
communication systems should be ex- 
clusively in the hands of companies hav- 
ing an “undiluted interest and responsi- 
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bility in the rendering of international 
telecommunication services.” Regardless 
of the composition of the communica- 
tions organization which owns the satel- 
lite system, IT&T stressed that the net- 
work should be made available for use 
by all international telecommunication 
carriers on equitable and nondiscrimina- 
tory terms. 

General Electric Company filed an 
answer to the commission’s inquiry and 
in addition filed separately an application 
of Communication Satellites, Inc., for a 
certificate of convenience and necessity, 
authorizing the institution and operation 
of a satellite relay system for the han- 
dling of communications traffic between 
distant points on a commercial basis. 
General Electric noted that with affirma- 
tive co-operation from the commission 
and other interested agencies of govern- 
ment, a communications satellite system 
can and should be established by a joint 
venture of private enterprise. GE stated 
that it has sought to give impetus to such 
a venture by the creation of Communica- 
tion Satellites, Inc., and by its expressed 
willingness and desire to convert this 
corporation into a co-operative venture 
by the aerospace industry and interested 
communications companies. 


(roo are some of the proposals 
which the FCC has received. The 
Justice Department has been asked to 
determine if such a group could be 
formed without violating the antitrust 
laws and the report of this department 
may well prove to be of great importance. 
It seems impossible that the Justice De- 
partment would refuse to permit the 
formation of such company since all of 
the parties involved seem to feel that a 
joint approach is the best. However, 
Justice may have a great deal to say re- 


garding who may participate, and to 
what degree, in the formation of the com- 
munications satellite combine. 

Congress has also been taking a look 
at space communications. The House 
Committee on Science and Astronautics, 
headed by Representative Brooks (Demo- 
crat, Louisiana), has held hearings in an 
effort to find out the extent to which 
taxpayer funds have been or would be 
used to subsidize such a development. 
The committee has called six industrial 
groups and five government agencies to 
testify. 


¥ 


Minimum Wage Signed 


_ President has signed into law a 
bill which amends the Wage Hour 
Act. This controversial measure has been 
shuttled back and forth between the 
House and the Senate for a great length 
of time. During the last days of the 
Eisenhower administration, the two 
houses could not agree on a compromise 
measure and some doubt exists if Mr. 
Eisenhower would have signed the bill 
had Congress been able to strike an agree- 
ment. 

For the telephone industry the most 
significant section of the bill is the fol- 
lowing exemption: 


Any switchboard operator employed 
by an independently owned public tele- 
phone company which has not more 
than 750 stations. 


This exemption is the same as the 
original administration bill submitted by 
Representative Roosevelt (Democrat, 
California), with the exception of a 
single word. In the new law the word 
“company” has been substituted for the 
word “exchange” which was in the 
original proposal. 
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Financial News 


and Comment 


By OWEN ELY 


Proposed Methods to Cut 
Atomic Power Costs: 
Plutonium, Superheaters, 
Bigger Plants 


[“ the April 13th issue of this depart- 
ment the high cost of atomic power 
was discussed. What is being done to 
bring down costs, in order to make atomic 
fuels competitive with fossil fuels and 
revive lagging plans for construction of 
new plants? Three principal methods 
have been proposed for attacking this 
problem: (1) the addition of superheat- 
ers to develop higher temperatures and 
reduce operating cost; (2) the use of 
plutonium as a substitute for U 235, the 
former being better suited to certain types 
of reactors; and (3) construction of 
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much larger reactors, thus reducing capi- 
tal costs. 

The 40,000-kilowatt Peach Bottom sta- 
tion, to be built by Philadelphia Electric 
and 52 other utilities, will be a high- 
temperature gas-cooled reactor. Accord- 
ing to the stockholders’ report of Phila- 
delphia Electric, this station “will serve 
as a prototype in demonstrating the feasi- 
bility of its reactor system in producing 
electricity at competitive cost. It will gen- 
erate steam at high pressure and tempera- 
ture in conformity with modern-day 
practice. . . . Estimated operating eff- 
ciency will be equivalent to obtaining one 
kilowatt-hour of electricity from three- 
quarters of a pound of coal, slightly bet- 
ter than the present system average.” 


_. proposed use of plutonium in- 
stead of U 235 as fuel is described 
in Business Weck of May 6th. As al- 
ready reported in this department, the 
Kennedy administration proposes to make 
the Atomic Energy Commission plant at 
Hanford, Washington, an atomic power 
plant as well as a maker of plutonium 
for defense use. Hence, this is the logical 
place to experiment with the use of plu- 
tonium as fuel. Most reactors produce 
plutonium as a by-product of fission, and 
the commission is committed to buy it at 
$30 a gram. It is estimated that this 
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already costs the commission about $7 
million a year, and that by 1971 the cost 
might rise to $300 million. Thus, unless 
the plutonium will all be needed for de- 
fense purposes it would seem important 
to use it as an alternate atomic fuel. 
Thus far, not much has been done be- 
cause plutonium is hard to handle—it 
not only ignites in moist air, but is ex- 
tremely poisonous; also, methods must 
be found to fabricate it into “fuel rods,” 
as well as ways of removing waste prod- 
ucts. If this can be worked out at Han- 
ford, plutonium may find increasing use 
as a reactor fuel in place of U 235 be- 
cause it produces more neutrons than the 
latter—an advantage with certain types 
of reactors, especially the breeder reac- 
tors such as the one at the Fermi plant. 


en large plants, over a year 
ago Southern California Edison and 


Pacific Gas and Electric were reported to 
be discussing with General Electric and 
Westinghouse the construction of atomic 
power plants with capacities of 300,000 
kilowatts or more. General Electric was 
said to have offered to build a boiling- 
water reactor at a cost of $200 per kilo- 
watt, while Westinghouse had made a 
similar offer to construct a pressurized 
water reactor. Apparently, however, these 
negotiations have not yet been consum- 
mated. Southern California Edison has 
been reported still negotiating with 
Westinghouse, but having trouble finding 
a suitable location. 

A more definite program has been an- 
nounced in New York state: The Empire 
State Atomic Development Associates 
(ESADA), composed of seven New 
York state utilities which supply 98 per 
cent of the customers in the state, has 
issued an interesting brochure on “Atomic 
Power for the Empire State.” Last De- 
cember the seven utilities had announced 
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a multimillion-dollar research and devel- 
opment program for atomic power re- 
actor improvement, ESADA being 
formed to implement the program. 


S ibeen: program includes preliminary re- 
search work with two small proto- 


type reactors in order to establish a sound 
basis for the design of a full-scale atomic 
power plant which will operate reliably 
at high temperature, thus obtaining great- 
er efficiency. The large-scale atomic plants 
built to date operate at steam tempera- 
tures of about 500°F and achieve thermal 
conversion efficiencies considerably below 
those now being obtained in conventional 
steam plants. The ESADA program aims 
at steam temperatures of 1,000°F or 
higher, with conversion efficiencies com- 
parable to those of modern steam plants. 
By this means it hopes to obtain atomic 
power at a lower competitive cost basis. 
(See accompanying charts. ) 

ESADA plans two development proj- 
ects which will take three years to com- 
plete, the results of which should facili- 
tate a decision on the kind of big reactor 
to be built to generate 300,000-500,000 
kilowatts. The final project would not be 
completed until perhaps 1968. One of the 
experimental plants will use a boiling- 
water reactor, but will then raise the 
temperature of the steam by passing 
it through a separate reactor—a proc- 
ess known as “nuclear superheating.” 
ESADA has contracted with General 
Electric for the construction of an $8 mil- 
lion test reactor with which GE will con- 
duct experiments in nuclear superheat- 
ing; ESADA will pay $5.75 million to- 
ward the cost of this program. 


HE other approach to be explored is 
that of the high-temperature gas- 
cooled reactor in which an inert gas 
(helium) is pumped through a_high- 
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PROJECTION OF ATOMIC POWER GENERATING COSTS 
(LARGE SCALE PLANTS) 


The upper portion of the band represents a conservative forecast. The lower portion assumes 


current development objectives are met. 


ATOMIC PLANT 
COAL - FIRED PLANT 


DISTRIBUTION OF TOTAL GENERATING COSTS 
This comparison of a coal-fired and an atomic plant serves to illustrate the impact of the 
currently higher capital costs of the latter. 


Source: Atomic Power for the Empire State—A Progress Report by ESADA. 
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temperature ceramic core. The Peach 
Bottom plant referred to above will be 
the prototype unit for this plant. Design 
studies are said to be very promising, 
but further development work is needed. 
ESADA has contracted with General 
Atomic, a division of General Dynamics 
Corporation, to carry out the necessary 
development work and evaluate engineer- 
ing features of a future full-scale plant 
of this type. 

The new source of power for New 
York state will not be needed for a few 
years. With completion of current con- 
struction work, utilities in the state will 
have about 15 million kilowatts capacity, 
including nearly three million kilowatts 
new hydro power from the St. Lawrence 
and Niagara river projects of the New 
York State Power Authority. This will 
create a temporary surplus of power in 
upper New York state, but by 1967 de- 
mand will have caught up with this ca- 


pacity so that either atomic power or fuel- 
generated power will be needed. 


HILE the cost of power generated 

from fossil fuels is not as great in 
New York as in upper New England, it 
averages about 7.5 mills per kilowatt- 
hour, which is well above the U. S. av- 
erage. Half of this amount represents 
the cost of the fuel while the other re- 
flects maintenance, depreciation, local 
taxes, cost of operation, and fixed charges 
on plant investment. New York has to 
get its coal from Ohio, West Virginia, 
and Pennsylvania, and the freight charges 
are about as large as the mine-mouth cost 
of the coal. 

Delivered cost of coal in New York 
has risen steadily for many years (ex- 
cept for a slight decline in 1950 and an- 
other in 1959). This has been offset in 
recent years by the continuing increase 
in generating efficiency which has gained 
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about 30 per cent in the past twenty-two 
years. The brochure states that the de 
sign of conventional power plants has im- 
proved to the point where it seems un- 
likely that further technical advances will 
continue to offset rising fuel costs. 

As indicated in the accompanying 
chart, atomic fuel costs already are com- 
petitive with fossil fuel costs, and it is 
the capital cost which makes atomic 
power more expensive. The brochure 
states : 


There is a definite trend in conven- 
tional power plant practice toward 
large stations. In the case of atomic 
power plants, the savings in the capital 
cost per unit of power output are even 
more pronounced. Indeed, it now ap- 
pears that, in all but isolated instances, 
the ability to absorb blocks of generat- 
ing capacity of 300,000 to 500,000 kilo- 
watts is a prerequisite condition for 
early achievement of economically com- 
petitive atomic power. 


SADA first planned to have its plant 

completed by 1965 but later decided 
to allow additional years for experiment, 
in order to insure that the best possible 
type of reactor could be adopted. The 
1965 prototype plant, at an 80 per cent 
plant factor, would generate power at a 
cost of a little over nine mills, it is esti- 
mated, compared with 7.5 mills per kilo- 
watt-hour for conventional steam plants. 
But is was concluded that (if the pro- 
posed development work were successful) 
the cost of atomic power at a large plant, 
completed around 1968, could be further 
reduced to a fully competitive basis. The 
reduction in operating costs would be due 
to the three principal factors: the in- 
creased plant size and related engineering 
improvements, the higher thermo-conver- 
sion efficiency resulting from favorable 
steam conditions, and improvements in 
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the fabrication and use of the atomic fuel. 

The brochure contains an interesting 
discussion of the progress of atomic 
power development since 1954, when re- 
vision of the U. S. Atomic Energy Act 
paved the way for private initiative in 
atomic power development. Progress 
since that date has been due to the co- 
operative efforts of investor-owned utili- 
ties, the Atomic Energy Commission and 
its associated laboratories, and the manu- 
facturers who now control the basic de- 
signs for reactor systems. While progress 


7 


in lowering the cost of proven reactor 
types depends substantially on the efforts 
made by these companies, it is difficult 
to sustain continuity of development and 
engineering effort with a rather uncertain 
reactor market. The ESADA program 
thus seems designed to lighten somewhat 
the burden of the manufacturing com- 
panies in developing new types of reactor. 
The report includes technical notes and 
charts covering the two experimental re- 
actors which are to be constructed before 
plans for the main plant are determined. 


ELECTRIC AND GAS UTILITY SECURITY OFFERINGS IN MARCH-APRIL 


Amount 
Date (Miill.) Description 


Bonds and Debentures 


Southwestern Public Service Ist 
44s 1991 

Atlantic City Electric Ist 44s 1991 

Alabama Power Ist 44s 1991 .... 

Southern Calif, Edison Ist (s.f.) 
44s 1986* 

Hawaiian Electric 1st 4.65s 1991* 

Transcontinental Gas Pipe Line Ist 
(s.f.) 5s 1981* 

Orange & Rockland Utilities Ist 
4%s 1991* 

National Fuel Gas SF Deb. 4%s 
1986 

Iowa-Illinois G. & E, Ist (s.f.) 
4%s 1991 

Madison Gas & Electric Ist (s.f.) 
443s 1991 


Preferred Stock 

Southwestern P. S. 5% Pfd. 
Alabama Power 4.92% Pfd. 
Tennessee Gas Trans. 5.24% (s.f.) 


3/22 $15 
3/23 

3/24 

4/5 


4/13 
4/20 


4/21 
4/25 
4/26 
4/27 


17 


Common Stock—O ffered to Public 


3/28 1 Mississippi River Transmission .. 


Price 
0 
Public 
100.00 
102.25 
101.66 


101.20 
100.00 


99.00 
101.19 
101.82 
101.19 
101.25 


25.00 
102.00 


Aver. Yield 
For 
Securities 
Of Similar Moody 
Quality Rating 


Success 


Offer- 
mg 


Under- Offer- 
writing ing 
Spread Yield 


A 
Aa 
A 


.70N 
82C 
.70C 


26 
88N 


1.00N 
89C 
85C 
I1C 
.94C 


- - 
4 48 


4.31 
4.48 


4.73 
4.48 


4.50% 
4.36 
4.40 


4.42 
4.65 


5.08 
4.80 
4.75 
4.80 
4.67 


SON 
1.84C 


2.75N 


5.00 
4.82 


Common Stock—Offered to Stockholders 
Duke Power 45.00 


5N 


a 


*Nonrefundable for about five years. C—Competitive. N—Negotiated. a—It is reported that the issue 
was well received. b—It is reported that the issue was fairly well received. d—It is reported that the issue 


sold slowly. 
Source, Irving Trust Company 
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(ikon Financial Post of April 29th in- 
cluded a special 14-page supplement 
on “nuclear energy in Canada.” Atomic 
power will soon have its first commercial 
test in that country, using the natural 
uranium-heavy water approach. Canada 
is anxious, of course, to spur new uses 
for uranium—it has invested over $400 
million in the mining industry. Hence, it 
is trying to develop new uses for uranium 
—the metal itself for power, and isotopes 
for industrial and medical uses, food 
preservation, etc. Obviously, Canada uses 
natural uranium for power because it 
would otherwise have to import enriched 
uranium from the U. S. or build an ex- 
pensive plant to make it. 

The prototype plant for Douglas Point 
station (near Chalk River, the celebrated 
research center) will have 20,000-kilo- 
watt capacity and come into operation 
late this year. Estimated cost of the final 
200,000-kilowatt plant is $81 million, or 
about $405 per kilowatt—a high figure 
compared with U. S. costs. The cost of 
power is estimated at only 6-7 mills com- 
pared with 5 mills for coal-burning sta- 
tions and 2.6 mills for hydro. (It seems 
difficult to reconcile the high capital cost 
with the low cost of power, but, of 
course, the fuel should be cheaper.) The 
Post forecasts that by 1980 one-third of 
the total power required by the Ontario 
Hydro-Electric Commission may be ob- 
tained from atomic power. 


¥ 


New Electric Power Survey— 
Reserve Capacity Margin 
To Decline 


HE Edison Electric Institute’s twen- 
ty-ninth “Semi-Annual Electric Pow- 
er Survey” was recently published, indi- 
cating the scope of expansion plans in 
coming years. As anticipated, the indus- 
try apparently plans to let its percentage 
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of excess capacity over peak load decline 
from the present relatively high level 
around 29 per cent, to perhaps 23 per cent 
in 1964. (The figures differ somewhat 
for winter and summer peak periods, also 
for median or adverse hydro conditions. ) 
The forecasts, with compounded annual 
rate of growth figures added, are as 
follows: 


PEAK Loap ForEecASTS—KILOWATTS 


Summer December 
1961—144 Million 1961—145 Million 
1964—179 Million 1964—177 Million 
Annual Increase, 7.4% Annual Increase, 6.9% 


CAPABILITY FoRECASTS—KILOWATTS 


Summer December 
1961—185 Million 1961—188 Million 
1964—218 Million 1964—221 Million 
Annual Increase, 5.7% Annual Increase, 5.7% 


Regarding the manufacture of electric 
generating equipment, 1958 set a record 
with nearly 18 million kilowatts; 1959 
declined to less than $14 million, and 
1961-62 will show further moderate de- 
clines. (Orders for 1963-64 are not fully 
in hand as yet.) However, total orders 
for generators from domestic manufac- 
turers during the first quarter of this 
year exceeded the orders in the first 
quarter of 1960 by almost 3.4 million 
kilowatts; and hence the April 1st back- 
log was 10 per cent higher than at the 
beginning of the year. 


eee tig additions to generating ca- 
pacity (millions of kilowatts) during 
1961 and later are as follows, in millions 
of kilowatts: 


Total 


12.3 
11.5 


Thermal Hydro 


3.5 
2 

2/ 
1.0 


426 


7 
9.9 


Some of the largest units scheduled 
for installations are about 380,000-kilo- 
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watt units for Consolidated Edison, a 
400,000-kilowatt generator for Public 
Service Electric & Gas, a 580,000-kilo- 
watt unit for Indiana & Michigan Elec- 
tric (American Electric Power), units 
ranging from 500,000 to 900,000 kilo- 
watts for TVA, and a 510,000-kilowatt 
unit for Commonwealth Edison. 
B 


$1.7 Billion “Tax Incentive” 
Plan Would Not Help 


Pye is now considering Presi- 
dent Kennedy’s proposed $1.7 bil- 
lion tax credit to business for spending 
on new plants and equipment. As rev- 
enue offsets, he proposed a drastic tight- 
ening up on tax deductions for enter- 
tainment and “expense account living,” 
increased taxes on dividends and inter- 


e 


est, and heavier taxes on foreign earn- 
ings of U. S. companies. 

The “incentive” plan would not apply 
to utility companies and would not help 
to straighten out the industry tangle over 
“flow through” and “normalization,” 
though this subject may come up in a 
general overhauling of the tax law next 
year. Utility companies would, of course, 
be affected by the proposed withholding 
taxes on dividends and interest, which 
would bring additional clerical costs. 

The administration also proposes to 
end the 4 per cent dividend credit and 
the $50 dividend exclusion in individual 
income tax payments. Regarding the 
“double tax” on dividends, some critics 
of the administration proposal point out 
that England, Japan, West Germany, 
and Canada have largely eliminated this. 


FINANCIAL DATA ON GAS UTILITY STOCKS 


5/2/61 Divi 
Price dend 
About Rate 


Pipeline and Integrated Companies 


Ala. Tenn, Nat. Gas .... 26 
American Nat. Gas .... 
Arkansas Louisiana Gas 
Colo. Interstate Gas .... 
Columbia Gas System ... 
Commonwealth N. G. ... 
Consol. Nat. Gas 

El Paso Nat. Gas 
Equitable Gas 

PROUSUORN Ns Gi. wicca die0's'e 
Kansas Nebr. Nat. Gas . 
Lone Star Gas 

Miss. River Fuel 
Montana Dakota Util. .. 
Mountain Fuel Supply .. 
Nat. Fuel Gas 

Northern Nat. Gas 
Oklahoma Nat. Gas .... 
Panhandle East. P. L. .. 
Peoples G. L. & Coke .. 
Pioneer Nat. Gas 
Southern Nat. Gas 
Southern Union Gas .... 
Tenn. Gas Trans, ...... 
Texas East. Trans. ..... 
Texas Gas Trans. ...... 
Transcont. Gas P. L. ... 
United Gas Corp. ...... 


Appros. 
Revenues 
(Mill.) 
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N. Nee eee, 
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Approx. 
teld 


E 


6% $1.58De 


NAAALANNOD 
ARRAN UN OW 
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Approx. 
Div. Common 
Pay- Stock 
out Equity 


Price- 
Earn. 
Ratio 


Per Cent Increase 
In Share Earns. 
Recent 5-yr. Avg. 


Recent 
Share 
Earns. 


42% 
38 
45 
27 


7% 


4% 
17 
D6 
15 
12 
1.75De 7 


77% 
5.36Ma 56 
1.61De 
1.96De 
1.53De 


D5 
10 


3.19De 
1.46De 
2.32De Dil 
1.67Ja 21 
1.90De 9 
1.28De 7 
2.30De D6 
1.95Ma 
1.87De 
1.76Ma 
2.20De 

2.07F 

3.05De 
4.28De 

1.25De 
2.20De 
2.00De 
1.39Ma 
1.07De 
2.59De 
1.15Ma 
2.25De 
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A 
C 4 yas 61 pee - —— g 4 ¢ wd I eee ice- | Ci ommon 
ont: rice len. prox. re n Share Earns. '. ay- tock 
( wed) About Rate ve id Earns. Recent 5-yr. Avg. i out §=—6 Equity 


Retail Distributors 
Alabama Gas 

Atlanta Gas Light 
Berkshire Gas 
Bridgeport Gas 
Brockton-Taunton Gas .. 
Brooklyn Union Gas ... 
Cent. Indiana Gas 
Chattanooga Gas 
Elizabethtown Gas 

Gas Service 

Hartford Gas 

Haverhill Gas 

Indiana Gas & Water ... 
Laclede Gas 

Louisiana Gas Serv. 
Mich. Gas Utils. 
Minneapolis Gas 

Miss. Valley Gas 
Mobile Gas Service .... 
New Haven Gas 

New Jersey Nat. Gas . 
Nor. Illinois Gas 

North Penn Gas 
Northwest Nat. Gas .... 
Pacific Lighting 
Piedmont Nat. Gas 
Portland Gas Lt. 
Providence Gas 

Rio Grande Valley Gas . 
So. Atlantic Gas 

So. Jersey Gas 

United Gas Impr. ...... 
Wash. Gas Light 

Wash. Nat. Gas 
Western Ky. Gas 
Western Power & Gas . 


A 


UReRNSRSRS 


$2.15De 16% 
3.79Ma 45 
1.22N 5 
2.03De D6 
1.22De’59 D6 
*1.57Ma *D11 
78Ma_ Dil 
A8N 84 


74% 33% 
47 44 
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FINANCIAL DATA ON TELEPHONE, WATER, AND TRANSIT STOCKS 


Appros. 
5/2/61 Divi- Recent PerCentIncrease Price- Div. Common 
Price dend Approx. Share In Share Earns. Earn. Pay- Stock 
About Rate teld Earns. Recent 5-yr. Avg. Ratio out Equity 


Communications 

American T. & T. (Cons.) 125 $3.60h is aes 56F 5% 
Bell Tel. of Canada .... 53 2.20 2.51D 5 
Cin. Sub. Bell Tel. .... 109 4.50 

Mountain States T. & T. 33 .90 

New Eng. T. & 

Pacific T. & T. 

So. New Eng. Tel. ..... 


Averages 


Independents 
Anglo-Canadian Tel. . 
British Col. Tel. 

Calif. Inter. Tel. 

Calif. Water & Tel. .... 
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Approz. 
Approx. 5/2/61 Divi- Recent Per Cent Increase 7 Div. Common 
Revenues (Continued) Price dend Approx. Share In Share Earns. Pay- Stock 
(Mill.) About R Yield Earns. Recent 5-yr. Avg. i out Equity 


1.61De 
1.56De 
1.31De 
+1.02De 
+ .76Ja 
.92De 
3.31De 
1.64De 
1.74De 
1.33De 
1.20De 
1.95Ma 
1.80De 


Central Tel. 
Commonwealth Tel. 
Florida Tel. 

General Tel. & Elec. .... 
Hawaiian Telephone .... 
Inter-Mountain Tel. 
Puerto Rico Tel. ...... 
Rochester Tel. 
Southwestern St. Tel. .. 
Tel. Service of Ohio ... 
United Utilities 

West Coast Tel. 
Western Union 
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Averages 


Water Companies 
Holding Companies 
American Water Works . 4 4.2% $1.51De 
Operating Companies 
Bridgeport Hydraulic .. : ag $2.35De 
Calif. Water Service ... 26 1.50Ma 
Elizabethtown Water ... 1.46De 
Hackensack Water *4.05De 
Indianapolis Water 1.66De 
Jamaica Water 3.03De 
New Haven Water .... 3.49De 
Ohio Water Service .... 1.75De 
Penn. Gas & Water .... 1.88De 
Phila. & Sub, Water .... 3.24Se 
San Jose Water 2.11F 
South. Calif. Water .... 1.51De 
Southern Gas & Water . 
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Averages 


Transit Companies 
Baltimore Transit 
Cincinnati Transit 

Fifth Ave. Lines 
Greyhound Corp. 

Nat. City Lines 

Niagara Frontier Trans. 
Pittsburgh Rys. 
Rochester Transit 

St. Louis P. S. 

swan Give Fs dese. 
United Transit 


38] 
R 


Ss 


D2. 
76De'59  — 


1.08De’59 26 
53De D3l1 
1.26De ca 
63De D28 


18% 
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Averages 


A—American Stock Exchange. O—Over-counter cr out-of-town exchange. 

change. Ja—January; F—February; Ma—March; Ap—April; My—May; Je—June; Jy—July; Au—Au- 
gust; Se—September; Oc—October; N—November; De—December. *Deferred taxes resulting from lib- 
eralized depreciation are not normalized. If normalized, the price-earnings ratio would be higher, and the 
rate of increase in share earnings would be smaller. +On average shares. D—Decrease. a—Also 10 per 
cent stock dividend October 24, 1960. b—Also 2 per cent stock dividend September 30, 1960. c—Also one- 
half per cent stock dividend October 31, 1960. d—Also 1 per cent stock dividend quarterly (included in 
yield), f—Regular annual 2 per cent stock dividend included in yicld. g—Stock split 5-for-4 to stock- 
holders of record October 11, 1960. h—Dividend rate of $3.60 per annum to be established beginning 
with July 10, 1961, payment. r—Also 40 per cent stock dividend June 13, 1960. t—Paid to date. v—Also 
3 per cent stock dividend payable January 6, 1961. (Similar dividend was paid January 7, 1960.) w—Also 
1 per cent stock dividend payable December °31, 1960. x—Also 124 per cent stock dividend payable October 
7, 1960. z—Plus 3 per cent stock dividend December 31, 1960. NC—Not comparable. 
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What Others Think 


Utilities Should Not Be Excluded from the New 
Tax Credit Proposal 


HE Kennedy administration’s recent 

tax credit proposal, designed to stimu- 
late expansion of facilities, seems to con- 
tain much that is fair.and equitable. 

First, the proposed income tax credits 
seem preferable, for the purpose desired, 
to an across-the-board reduction in the 
corporate tax rate, since the latter would 
apply to all corporate taxpayers regard- 
less of their rate of expansion. 

Second, the proposal seems to the 
writer preferable to attempting to stimu- 
late expansion by further upward adjust- 
ment of depreciation in the years im- 
mediately following installation of new 
property. In the first place, such an up- 
ward adjustment (as long as cost is used 
as a basis) would merely hasten the 
deductions and defer the taxes, not escape 
them. The larger amounts deducted in 
the early years would be offset by smaller 
deductions in later years. 

Therefore, a further acceleration of 
depreciation would make no difference 
in overall tax payments, assuming the tax 
rate remained constant throughout the 
life of the property. There would, how- 
ever, be an economic benefit (as in the 
case of present liberalized depreciation) 
to the taxpayer through the free use of 
the deferred taxes during the period of 
their deferral. In the second place, the 
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tax credit proposed avoids the complica- 
tions incident to the treatment of de- 
preciation and of the tax reduction aris- 
ing from the increased amount thereof 
for accounting purposes. 


HESE problems have proven difficult 

of solution and, in the case of lib- 
eralized depreciation, have resulted in dif- 
ferent accounting treatments according 
to the particular regulatory body to which 
the utility happens to be subject. In some 
cases the amount of the reduced taxes 
is allowed to “flow through” to increase 
income; in others a “normalizing” charge 
for deferred taxes is included in the de- 
duction from income, the effect being to 
leave income undisturbed by reason of 
the tax reduction. 

The new proposal calls for a 15 per 
cent credit on the excess of expenditures 
for expansion (after January 1, 1961) 
in excess of the depreciation allowed for 
the year for federal income tax purposes. 
There is a further credit of 6 per cent of 
the excess of expansion expenditures over 
50 per cent but not exceeding 100 per 
cent of depreciation allowed for the year. 
The credits apply only to property with 
a life expectancy of six years or more. 

But while the new proposal appears to 
contain merit for those to which it ap- 
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plies, as presented by the administration 
it now makes one fatal omission as far 
as public utilities are concerned, since it 
presently provides that the tax credits 
shall not be applicable to public utilities 
other than those engaged in transporta- 
tion. 


W™ are public utilities excluded 
from the proposal? Presumably be- 
cause it was assumed that since they are 
required to give service, no incentive is 
necessary to induce them to expand their 
facilities. This may be true as to many 
types of expenditure, such as, for exam- 
ple, customer connections. But it cannot 
be said to apply to a substantial amount 
of additions. In the case of an electric 
utility, for instance, substantial portions 
of production and transmission systems 
may be designed primarily, not merely 
to give adequate service, which is already 
available, but to give more economical 
and efficient service for the mutual bene- 
fit of the utility and its customers. 

The existence of items of this type cer- 
tainly should entitle public utilities to 
consideration with respect to the new 
credit. Since determination of the exact 
purpose and intent of each addition (and 
often this purpose and intent are two- 
fold) would be extremely difficult, it 
seems more equitable and far simpler 
to compromise the issue by allowing the 
public utilities a percentage of the tax 
credit. Perhaps a fifty-fifty division would 
be fair under the circumstances. Certainly 
the utilities are entitled to some consid- 
erable portion of the credit. 


aN electric utility with $400 million of 
net assets, perhaps something near 
the average today, with $500 million of 
gross property and a tax depreciation al- 
lowance thereon of 3 per cent, or $15 
million, if it increased its net property 


by 6 per cent annually (something like 
a fair average for electric utilities under 
present conditions) would have expended 
$24 million for new anr ‘al additions. 

The excess of this figure >ver the al- 
lowed depreciation is $9 mil. on and 15 
per cent thereof is $1,350,00C. In addi- 
tion there would be a credit of 6 ner cent 
on the excess of 100 per cent of «.'lowed 
depreciation ($15 million) over one-half 
thereof ($7.5 million) or $450,000, mak- 
ing the total allowable tax credit aro:ind 
$1.8 million. If we assume this about 
average electric utility has common stock 
book equity of 374 per cent of total capi- 
talization or $150 million, and that it 
earns 11 per cent thereon (something like 
the average for the electric utility indus- 
try) or $16.5 million, the tax credit of 
$1.8 million would increase net income 
applicable to the common stock by a bit 
less than 11 per cent. 

Such an increase in income is obvious- 
ly well worth while. Even if the allow- 
ance of the credit were reduced by com- 
promise to 50 per cent, the increase in 
income would still come near 6 per cent 
per annum under the above assumptions. 
With a present average price-earnings 
ratio above 20 times, even a $900,000 in- 
crease in income from this source would 
increase market values of the common 
stock of such a utility by $18 million. 
Obviously, the figure for the entire util- 
ity industry would be very substantial. 


. Congress has included public 
utilities in tax legislation designed to 
stimulate expansion of facilities—first in 
the Revenue Act of 1950, with respect 
to accelerated amortization, and next in 
the Revenue Act of 1954, regarding lib- 
eralized depreciation. 

Were they right and is the adminis- 
tration wrong in excluding public utili- 
ties in the present proposal? Or is the 
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“I UNDERSTAND THEY HAVE A VERY EFFECTIVE MEANS OF 
COMMUNICATION !” 


administration more nearly correct and 
did Congress err on the other occasions? 
Or, more likely still, perhaps, does not the 
truth lie somewhere in between—per- 
haps in a 50 per cent allowance for pub- 
lic utility expansion? 


i ers foregoing indicates that in the case 
of the great majority of utilities the 
benefit from the new tax credit should be 
substantial. Furthermore, the provision 
should be relatively easy to assess and 
administer. 
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Under these circumstances, it would 
seem wise for the public utilities, through 
their duly accredited associations, to give 
serious consideration to the new proposal, 
and if they find, as the writer believes, 
that public utilities are equitably entitled 
to inclusion in the new tax credit provi- 
sions, then to lay their views before the 
Ways and Means Committee at the hear- 
ings on the bill embodying the new tax 
proposals, which will in all probability 
be held at a not far distant date. 

In addition to presentation of the pub- 
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lic utility point of view to the com- 
mittee through industry associations, it 
would also seem advisable that individ- 
ual companies be represented at the hear- 
ings in favor of the inclusion of public 
utilities, particularly those companies 
whose expansion plans appear to make 
a good case for the stimulating effect of 
the tax credit on this expansion. 

As proposed by the President, the new 
tax credit provision is tied in with a con- 
siderable number of other items which 
are designed to change the tax law so as 
to increase revenues sufficiently to offset 
the loss in revenues by reason of the tax 
credit. Since these other items include 
some highly controversial ones, such as 
withholding of dividends and interest, 
elimination of the present dividend tax 
credit and dividend exemption, increased 
taxes on income of American corpora- 


tions from foreign sources, as well as 
stiffer restrictions on expense account 
deductions, considerable debate may be 
looked for and it is possible that the 
entire program may fall by the wayside. 


| 5 eee at present it appears 
the part of wisdom for the public 
utilities to proceed as if the tax credit 
provision were likely to be enacted, by 
presenting the strongest possible case for 
inclusion of the utilities in the benefits of 
the credit. Their principal forum for ex- 
pressing their views will be the Ways and 
Means Committee hearings, for what 
comes out of that committee is quite apt 
to be retained in the legislation, assum- 
ing it is ultimately adopted. 


—WILLARD F. STANLEY, 
Brooklyn, New York. 





Indianapolis Electrical History 


oh Indianapolis Power & Light 
Company of Indiana has published 
an interesting history in unusual form, 
entitled “Electrifying Indianapolis.” The 
book is mainly intended for the infor- 
mation of employees and their families 
and for reference use in schools and 
public libraries. 

The publication is divided into two sec- 
tions. Part I covers the years 1881 to 
1927 and Part II includes the years 1927 
to 1960. Since this publication is a history 
of electricity in the Indianapolis area, 
the discussion is not limited to the In- 
dianapolis Power & Light Company 
alone, but also contains many notes of 
interest on earlier groups. Commenting 
on the scope of development, the publi- 
cation states: 


A history of the development of the 
electric industry from the days of the 


early inventors such as Faraday and 
Kelvin, through the epochal era of 
Edison and Steinmetz and up to the 
present, is a fascinating story in itself. 
When this story is localized so as to 
portray the sensational advance of the 
utilization of electric energy in a tvpi- 
cal American city from the days of 
its first commercial adaptation less than 
eighty years ago, until now, it becomes 
even more interesting. The reader is 
impressed, not only with the fabulous 
growth of this industry over a short 
span of years, but also with the transi- 
tion that occurred, from the luxurv 
status of electricity in the earlier years 
to its essentiality today in modern 
living. 


HE research and composition of this 
history were to a large extent the re 
sponsibility of John G. Longsdorf, who 
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was greatly aided in the collection of 
data and photographs by employees of the 
company. Nothing speaks more clearly 
of the advances in electrical usage than 
these photographs. Of special interest is 
a page devoted to advertising used about 
1916, one of which assures the reader 
that “Electricity may be used for hun- 
dreds of purposes besides lighting.” Even 
with these photographs it is hard to real- 
ize that such great changes have taken 


place in such a short span of years. This 
publication gives clear testimony of the 
progress that has been made in one spe- 
cific area under the American free enter- 
prise system. It certainly represents a 
tribute to all of the companies which 
have operated in this area. 


ELECTRIFYING INDIANAPOLIS, Published by the 
Indianapolis Power & Light Company, 25 
Monument Circle, Indianapolis, Indiana, pp. 86, 
photographs and charts. 





New Liberalism and the Freedom of Choice 


a two years ago John K. Gal- 
braith, a Harvard University econ- 
omist, published a book entitled “The 
A ffiuent Society” which emphasized that 
America stresses private production and 
neglects public production, risking our 
national defense and continued economic 
growth. Mr. Galbraith is now Ambassa- 
dor to India, having recently been ap- 
pointed to that position by President 
Kennedy. 

His economic thesis is challenged by 
Professor Warren W. Shearer of Wa- 
bash College, in an article in the winter 
(1960-61) issue of the Bell Telephone 
Magazine, entitled “The New Liberalism 
v. The Freedom to Choose.” Professor 
Shearer states that to solve this imbal- 
ance, Mr. Galbraith advocates higher lev- 
els of government spending and higher 
taxes to meet the resulting cost. Such ex- 
penditures, Mr. Galbraith believes, would 
not be subject to the same sorts of fluctu- 
ations that affect private spending and 
so would tend to stabilize the economy. 
Professor Shearer grants that this is a 
plausible scheme when stated in this fash- 
ion; however, he questions the basic trend 
of the thesis. 

This “trend” Professor Shearer calls 
“new liberalism” and he analyzes it from 
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the basis of its appeal to the American 
public and the result of accepting such 
an economic scheme. Professor Shearer 
grants that we do need more schools, 
hospitals, etc., and that, from time to 
time, the economy does slow down. Thus, 
he states that the theory of social imbal- 
ance has a basis in fact. Granting this, 
he believes that people tend to turn to 
any solution which has even a surface 
attractiveness. As a result we tend to go 
to the federal government for solutions 
and, upon first glance, this does not seem 
to differ from the trend of the last thirty 
years. 


ers Shearer notes, however, that 
in order to understand what the “new 
liberals” are saying it is necessary to un- 
derstand the principles behind the oper- 
ation of free markets. Illustrating this, 
Professor Shearer states: . 


. . .[f a person decides that he needs 
(or wants) a new electric refrigerator 
then (given the necessary dollar votes) 
he makes the purchase. If people in 
large enough numbers want refrigera- 
tors those who manufacture them show 
a profit and proceed to make more. 
If people feel that they no longer need 
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(or want) new refrigerators in the 
same quantities as they did before, the 
manufacturer is likely to lose money 
and will certainly turn his facilities to 
making new products, or perhaps to 
making refrigerators more attractive. 

With the funds taken in taxes, gov- 
ernment provides for the national de- 
fense, public schools, and other forms 
of activity that are essential to a com- 
plex society and cannot be provided 
by private enterprise. Much of what 
the government spends is, of course, 
directed back into the market economy 
through the purchase of goods and 
services from private enterprise. The 
last few years have seen a substantial 
increase in the proportions of total 
output determined by government (po- 
litical) action—largely as a result of 
the demands of the Cold War but in 
part—especially at state and local lev- 
els—by demands for new schools and 
other public services. It is this propor- 
tion which the new liberals wish to in- 
crease at the expense of the private 
expenditure sector. In other words, 
they call for a political decision which 
will force John Jones (whether he 
agrees or not) to purchase more public 
goods and fewer private goods. Fur- 
thermore, the clear implication is that 
this decision should be reached at the 
national level rather than at the state 
or local levels. 


| pean Shearer notes that there are 
three basic objections to this argument. 
The first of these, he believes, is that the 
shift from state and local responsibility 
may work serious havoc on the basic 
framework of federal government. Sec- 
ondly, Professor Shearer believes that 
the “new liberals” have not thought 
through the problems of growth and un- 


employment. In this reference, he states 
that by divesting production from the 
private to the public sectors of the econ- 
omy, the immediate impact would be to 
increase unemployment in areas where 
substantial numbers of persons are al- 
ready out of work. 

The third objection arises out of a 
consideration of the relationship of our 
economic organization to our political 
organization. He states that it is accepted 
by most Americans that the purpose of 
a free society is to preserve individuals 
from the coercion that others might seek 
to impose upon them. With this in mind, 
he notes that to the extent that we are 
coerced we are no longer free. Thus, as 
the proportion of output subject to politi- 
cal decisions becomes larger, the power 
to coerce increases. 


I" evaluating the “new liberal” philoso- 
phy, Professor Shearer states that it 
is possible to meet all of our needs under 
our existing economic framework. More 
schools, roads, hospitals, etc., will be built, 
but he cautions that these must be within 
a framework of freedom. 

Professor Shearer’s article is an inter- 
esting rebuttal to Mr. Galbraith’s “The 
Affluent Society.” All too often, when 
pleading for public funds to help finance 
needed public service projects, we tend to 
forget that vast advances are being made 
without federal aid. It is perfectly true 
that, in a good many areas, public service 
projects are behind the demand, but we 
must not lose sight of the fact that such 
projects do continue to expand and im- 
prove. Granted, the federal government 
might accomplish this expansion in quick- 
er time, but it would be, as Professor 
Shearer notes, at the expense of addi- 
tional taxes, and, more important, at the 
loss of personal freedom. 
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REA Backs Rural Telephone Area Coverage 


amos in May, Norman M. Clapp, Ad- 
ministrator of the Rural Electrifica- 
tion Administration, addressed the annual 
meeting of the Wisconsin State Tele- 
phone Association at Madison. 

Administrator Clapp said that his lend- 
ing agency is going to take stock of the 
rural telephone situation in Wisconsin 
and find out the location of 21 per cent 
of the rural people who are still without 
telephones. “Some of you have confided 
to me,” he stated, “that better promo- 
tional efforts could put more telephones 
in homes already within reach of the pole 
line.” 

He indicated that the REA wants 
to see area coverage telephone service 
provided in every rural area in Wiscon- 
sin, and in every other state of the Union 
as well. 

Mr. Clapp reported that the REA is 
now making a complete reappraisal of the 
telephone program and is also consider- 
ing a number of questions about the job 
that has to be done. Among other things, 


he stated that REA wants to find out 
whether speculative practices of certain 
commercial promoters have been allowed 
to subvert the real purposes of the REA 
program. In this relation, Mr. Clapp is 
echoing a statement that he made in 
April. He also reiterated his charge that 
borrowers, as well as the REA, have a 
responsibility for the fullest improve- 
ment of the program and for correcting 
any faults or abuses that may threaten it. 


- gmerceeg Kennedy has revised the 1962 
budget recommendations upward to 
include an additional $50 million for 
rural telephone loan authorization, Mr. 
Clapp stated. He asked rural telephone 
leaders to give their support to the new 
rural areas development program and to 
the President’s farm commodity price 
support bill. In closing his speech before 
the Wisconsin group, he stated that it is 
REA’s belief that rural people are en- 
titled to equality of opportunity with city 


people. 





The Outlook for Coal 


ne: S. L. Jewell, vice president 
of the Peabody Coal Company, 
spoke to the Southeastern Electric Ex- 
change at Boca Raton, Florida. With a 
note of good humor, he observed that it 
is not often that a salesman is invited to 
speak to his best customers, who at the 
same time are his best competitors. Mr. 
Jewell stressed that we are in an “age of 
power” and it appears that the need for 
electricity and the energy sources used 
to produce such power will continue to 
grow. He assured the group that adequate 
coal reserves exist, stating that mineable 
coal from the Mississippi river valley 
through the Appalachian range amounted 
to more than 300 billion tons—more coal 
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than has been extracted from the earth 
in the United States during the last two 
centuries. 

Mr. Jewell believes that coal has been 
one of the outstanding anti-inflationary 
factors in the economy of this nation. 
Despite increases in wages which shot up 
some 70 per cent in the past twelve years, 
coal at the mines today is 26 cents less 
per ton than it was in 1948. 


M* JEWELL noted that mechanical aids 
to coal mining have increased in the 
past few years. One giant power shovel, 
now under construction, can take a bite 
of earth weighing 173 tons and when 
completed it will tower as high as a 20- 





WHAT OTHERS THINK 


story building. He pointed out that there 
have also been many technological ad- 
vances made in underground mining 
which have retired the traditional miner’s 
shovel and pick to the status of a bad 
memory. 


Fe some time, Mr. Jewell stated, in- 
creases in railroad rates for trans- 
porting coal tended to cancel out the 
industry’s success in holding down pro- 
duction costs. Recently, however, the rail- 
roads have been co-operating closely with 
the coal industry trying to correct this 
problem. 

Looking into the future, he stated that 
there is little doubt that coal will see sub- 
stantial gains in the utility market. Last 
year utilities burned some 176.5 million 
tons of coal and forecasts indicate that 
this figure will more than double by 1975. 

In relation to atomic energy, Mr. 
Jewell acknowledged that this source of 
fuel may prove to be a source of power 


for utilities in some sections of the coun- 
try. He applauded private groups which 
have invested in research for the purpose 
of making the atom competitive with 
conventional fuels. He viewed with dis- 
favor the federal government spending 
huge amounts for large reactors which 
go beyond the experimental stage. He 
noted that the coal industry is not 
neglecting the research field and he fore- 
cast that projects, not yet conceived by 
today’s most imaginative prophets, will be 
undertaken. He stated that both coal and 
utility companies have, for many years, 
enjoyed a close relationship that has been 
built on mutual interests. With the future 
seeming to hold nothing but more and 
more demands for electric energy, he 
forecast that coal will be relied upon for 
its reserve power. Investment in modern 
equipment, modern techniques, modern 
methods, and continued research, he be- 
lieves, can hold down coal prices for the: 
utilities and the general public. 





The Nation’s Stake in Atomic Power 


I* late April, Representative Chet Holi- 
field (Democrat, California) spoke to 
the annual convention of the American 
Public Power Association, meeting in San 
Antonio, Texas. Congressman Holifield’s 
remarks are especially interesting to the 
utility industry since he heads the con- 
gressional Joint Committee on Atomic 
Energy. 

Representative Holifield pointed out to 
the group that in the early days of atomic 
energy a good many fantasies were born 
regarding the possible uses of this new 
fuel source. These schemes were born 
of ignorance, the Congressman com- 
mented. However, he believes that the 
day will come when many homes will 
be heated and mass transportation will 
be powered by electricity generated in 


huge nuclear power stations having sev- 
eral million kilowatts of capacity. He 
emphasized that he could not predict when 
this would come to pass but he feels 
certain that it will occur. 

Fossil fuels are now our chief source 
of energy but this will not last forever, 
Representative Holifield stated. He noted 
that the Atomic Energy Commission has 
concluded that within forty years the 
world will be burning annually about five 
times as much coal, oil, and gas as in 
1958. By this same date the population 
of the United States will be using four 
times as much fuel as in 1958. Accord- 
ing to AEC forecasts, if no other sources 
of energy are tapped, we will exhaust our 
supply of fossil fuels in about ninety 
vears. Representative Holifield stated: 
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“NOW THIS HYBRID HAS TREMENDOUS POSSIBILITIES” 


Obviously, we cannot let this happen, 
nor should we allow this point even 
to be approached. Our fossil fuels will 
become increasingly valuable as sources 
of chemical raw materials, and the time 
may come when people will wonder 
why we were so wasteful as to burn 
them up. 


ie! view of this, Representative Holli- 
field feels the development of atomic 
power can hold back the upward drift 
of fuel costs. He stated that atomic energy 
will not have to supply a large percentage 
of our total power needs in order to be 
a restraining influence on fuel and energy 
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costs. At the same time he observed that 
conventional fuel producers will not have 
to fear that atomic power will supplant 
fossil fuels in the near future. He stated 
again that even the production of a small 
percentage of our total power output 
through atomic energy would be a great 
number of kilowatts. He noted that if 
10 per cent of our total generating capac- 
ity in 1980 were from atomic power 
sources, the probable total amount from 
this source would be greater than the en- 
tire production of electrical energy in 
1950—more than 80 million kilowatts. | 
Among the problems facing the in- 
dustry are the following: (1) the develop- 
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ment of new materials and ceramics which 
will not fail under high heat and radia- 
tion conditions; (2) designing of fuel 
elements that are both cheap and reliable; 
(3) the storing of large quantities of 
radioactive waste materials for literally 
indefinite periods of time; and (4) the 
very complex and strict safety require- 
ments that must be met. In relation to 
these technical and safety problems, Rep- 
resentative Holifield noted that many 
utility and industry people said in 1954 
that if private enterprise were “un- 
leashed” by amending the Atomic Energy 
Act, rapid development of economic 
power would take place. 


| ge enaieariey Holifield, however, 
does not believe that this took place 
or is taking place. He said that one large 
private industry plant has been shut down 
for repairs most of the time since its 
start up last year and that another large 
plant is now estimated to cost more than 
twice as much as originally estimated. 
Nevertheless, Representative Holifield 
urged that the investor-owned electric 
utility industry should not be discouraged. 
The primary blame for the slow progress 
made has been due, in the Representa- 
tive’s opinion, to the adoption by the AEC 
in 1954 and 1955 of ineffective approaches 
to solving these complex problems. He 
recalled that in 1954 the Eisenhower ad- 
ministration sought and obtained legis- 
lation which placed the prime responsi- 
bility for atomic development on private 
industry. At the same time, the “atoms- 
for-peace” program was developed. The 
chosen way to achieve economic atomic 
power was the “partnership approach.” 
Representative Holifield reviewed the 
history of the Gore-Holifield Bill which 
would have initiated a federal program of 
building developmental atomic power 
plants. This, of course, was counter to the 


Eisenhower policy and the bill was de- 
feated. Representative Holifield said that 
he recalled the history of this legislation 
not for partisan reasons but because of the 
effect that the defeat of this bill had on the 
atomic power program. He claimed that 
the Joint Committee had sponsored the 
bill because of knowledge that the devel- 
opment of economic and safe atomic 
power plants was going to be a long, hard, 
and expensive job. He said that the com- 
mittee knew that the costs of develop- 
ment were far beyond the capacity of 
private industry, particularly since there 
were no prospects of early profit on in- 
vestments. 

With the defeat of his legislation, 
Representative Holifield commented that 
the “partnership” approach became domi- 
nant, and in his opinion this particu- 
lar approach has delayed the develop- 
ment of atomic power and allowed the 
privately owned utilities to dominate a 
program largely financed with public 
funds. 

He remarked that it has taken five 
years to complete the first large plant 
under the “partnership” approach. Al- 
though Representative Holifield grants 
that there has been progress in the atomic 
energy field he is sharp in his comments 
on the “partnership” approach which he 
characterizes as “clumsy and cumber- 
some.” He called for the AEC to move 
ahead with development, construction, 
and operation of a developmental project 
aimed at achieving clearly defined objec- 
tives with a reasonably defined schedule. 
He emphasized that the co-operatives, 
private power groups, industrial equip- 
ment companies, and the consuming public 
all have a stake in the development of a 
more aggressive program. 


N relation to the privately owned utili- 
ties, Representative Holifield stressed 


MAY 25, 1961 





PUBLIC UTILITIES FORTNIGHTLY 


that he did not think that new plant 
construction should be limited where such 
companies believe that atomic projects 
are economically justified. He felt, how- 
ever, that the nation’s advances in this 
field should not be primarily dependent 
on such projects. But he agrees that 
otherwise, unless the federal taxpayers 
pick up the tab, such projects are beyond 
the resources of other forms of public 
ownership. He admits that costs and eco- 
nomic uncertainties will probably mean 
that municipal and rural co-operative 
companies will be relatively limited in the 
extent that they can or should partici- 
pate in such programs. 

Representative Holifield urged that in 
the developmental stages all companies 
plan for interconnection facilities. He 
advocates this is due to the probable size 
of nuclear plants, as well as the necessity 
of locating them outside of large popu- 
lation centers. 

It is Representative Holifield’s opinion 
that a strong federal atomic power pro- 
gram is needed—meaning, of course, 
much direct activity and responsibility 
by the federal government even if it 
means getting Uncle Sam right into the 
atomic power business as such. Publicly 
owned utilities, he stated, have been the 
historical “yardstick” by which to gauge 
or spur private industry performance, in 
many cases in conjunction with the fed- 
eral power systems. The continuance of 
such a “yardstick,” he believes, is an im- 
portant responsibility. 


S  eoomage effort is needed, Representa- 
tive Holifield stated, to protect the 
public interest in this new source of 
energy. If the federal rdle is confined 


mainly to providing subsidies and research 
funds, effective control over the rate of 
atomic power development and its price 
to the public would come to rest largely 
in the hands of the privately owned utili- 
ties and the large equipment manufac- 
turers, he stated. He would not favor a 
development which would end up with 
only a few giant companies operating 
in the atomic energy field. He already 
sees profits being based on the elimina- 
tion of competition rather than through 
efficiency of production and distribution 
among competitors. 

He stated that he was deeply con- 
cerned with the erosion of the competi- 
tive principles and he noted that if our 
economic system is to survive it must 
be allowed to function without crippling 
distortion. In the field of atomic develop- 
ment, Representative Holifield believes 
provision must be made for the leader- 
ship of the federal government, insuring 
the full participation of private, co-opera- 
tive, and public organizations in the 
atomic program for which the taxpayers 
have contributed billions of dollars. 


N other words, the possibility of a giant 
monopoly, by default, in the expensive 
atomic energy field, evidently holds less 
terror for Representative Holifield than 
a relative concentration of responsibility 
on a few large regulated privately owned 
utility companies. Whether a tax-sub- 
sidized government monoply is preferable 
to a tax-paying system of private enter- 
prise in this important new area of in- 
dustrial development is, of course, the 
basic question which the California Rep- 
resentative would answer, with emphasis 
on greater government participation. 





Notes on Recent Publications 


LIBERALIZED DEPRECIATION AND THE UTILI- 
TIES. Recently Gerald W. Smith, assistant 
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professor of industrial engineering at the 
Iowa State University, Ames, Iowa, 
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authored a paper entitled “Regulatory 
Policies on Liberalized Depreciation and 
Their Effects upon Public Utilities.” This 
particular work is in the form of a doc- 
trinal dissertation and should be of inter- 
est to readers of the ForTNIGHTLY. 

The author notes that in 1954 Congress 
authorized certain revisions of the federal 
income tax regulations, including allocation 
of depreciation by “liberalized” methods. 
The intent of Congress was to stimulate 
new investment through tax savings. The 
effect on public utilities is shown in this 
work by the history and present practice 
of regulation, the various depreciation 
concepts, depreciation accounting pur- 
poses, together with practices, procedures, 
and methods in use. Also, the effect of 
growth, mortality dispersion, grouping, 
and service life. 

Mr. Smith examines the rate-making 
procedure and the arithmetic of rate de- 
termination, and he looks into commission 
policy on the handling of “tax savings” 
in rate-making proceedings. A survey of 
information on utility and industrial firm 
practices is also included. 

The author contends that “Regulatory 
rate-making policy can discourage a util- 
ity from adopting a liberalized deprecia- 
tion method for federal income tax pur- 
poses.” The contention is supported pri- 
marily by the author’s survey of 221 
utility companies and 120 industrial firms. 
The supporting evidence is: (1) Utilities 
in the “flow-through” (or “other’’) policy 
states have adopted liberalized methods 
in a smaller percentage (statistically 
significant at the 95 per cent confidence 
level) of cases than have utilities in the 
“normalize” policy states. (2) Utilities in 
California, Minnesota, Missouri, North 
Carolina, Pennsylvania, and Wisconsin 
have adopted liberalized methods in a 
smaller percentage (statistically significant 
at the 95 per cent confidence level) of 
cases than have the nonregulated com- 
panies of all states. (3) Sixteen of 29 
utilities explain their nonuse of liberalized 
methods by blaming regulatory policy, 
lack of policy, or uncertainty as to the 
application of policy. (4) At least seven 
utilities have abandoned liberalized meth- 
ods coincident, or nearly so, with rate 


proceedings. (5) At least five utilities 
have “split” policies, using liberalized 
methods for properties located in “normal- 
ize” policy states and conventional methods 
in “flow-through” and “other” policy 
states. 

The author believes that improved rate- 
making policy should be designed so as 
to avoid discouraging a public utility from 
adopting a liberalized method of comput- 
ing depreciation for federal income tax 
purposes. He stresses that rate-making 
policy should be clearly defined and con- 
sistently applied. Rate-making _ policy 
should also be reasonable in the distribu- 
tion of the gains or losses resulting from 
use of the liberalized methods among the 
present and future consumers, stockhold- 
ers, and employees. 

REGULATORY POLICIES ON LIBERALIZED 
DEPRECIATION AND THEIR EFFECTS ON 
Pus.ic UTILITIES, by Gerald W. Smith, 
available through University Microfilms, 
Inc., Ann Arbor, Michigan, in the form 
of (1) positive 35mm microfilm at $2.75 
or (2) xeorgraphic prints on book paper 
at about $7.50. 


NATIONAL WaGE Survey. The United 


States Department of Labor, Bureau of 
Labor Statistics, has recently issued a sur- 
vey of professional, administrative, tech- 
nical, and clerical pay scales. The report 
provides the results of the first in a series 
of annual nation-wide surveys of com- 
pensation for selected occupations in pri- 
vate industry. The data are representative 
of a broad band of American industries 
in urban areas. They were compiled by 
personal visits of field economists, for the 
most part during the period of January 
to June of 1960. 

It is the opinion of the Department of 
Labor that this study provides a good deal 
of solidly based information on salary 
levels. The occupational study represents 
a wide range of pay levels. 

NATIONAL SURVEY OF PROFESSIONAL, 
ADMINISTRATIVE, TECHNICAL, AND CLER- 
IcAL Pay—WInTER 1959-60. Bulletin No. 
1286, United States Department of Labor. 
Available from the Superintendent of 
Documents, Government Printing Office, 
Washington, D. C., pp. 49. Price, 35 cents. 
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Interior Recommends 
Fryingpan Project 
Sepengen of the Interior Stewart L. 

Udall in early May. advised Congress 
that his department approves the enact- 
ment of bills proposing authorization of 
the Fryingpan-Arkansas project in Colo- 
rado. The recommendation was made in 
a report on S 2& and the companion 
House bills HR 2206, 2207, 2208, and 
2209. The Interior Department recom- 
mended several minor clarifying amend- 
ments. 

The proposed $170 million project con- 
templates the construction of storage and 
water carriage works to provide supple- 
mental irrigation water for 280,000 acres 
of presently irrigated land in the Arkan- 
sas river valley in Colorado. It also will 
supply water to meet the expanding needs 
for municipal, domestic, and industrial 
water on both sides of the Continental 
Divide. It is also expected that about 469 
million kilowatt-hours of hydroelectric 
power will be generated by the project. 
Other aspects of the project include flood 
control, recreational facilities, and con- 
servation of fish and wild life. 

Special attention was given in the re- 
port to the conservation and development 
of fish and wild life. The report states 
that the operating principles will safe- 
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guard the highly important sport fishery 
on the western slope by providing for cer- 
tain specific minimum flows in the Roar- 
ing Fork and Fryingpan rivers. The bills 
recommended specifically include the con- 
servation and development of fish and 
wild life as one of the purposes of the 
project. 

The Bureau of the Budget has indicated 
it has no objection to the Interior Depart- 
ment’s report. 


Rate Increase Filed with FPC 


nN ENGLAND Power CoMPANY, Bos- 
ton, Massachusetts, has filed with 
the Federal Power Commission a pro- 
posed $1,706,700, or 3.3 per cent, annual 
increase in its wholesale electric rates to 
eight utility customers in Massachusetts, 
New Hampshire, and Rhode Island. 

The company proposed to make the new 
rates effective August 1st. Approximately 
$1,676,200 of the proposed increase would 
apply to sales to New England Power’s 
five utility customers in Massachusetts. 
The company said the higher rates were 
necessary to offset the effect that increased 
costs have had on reducing earnings be- 
low what it considers to be a fair return 
level. 

The FPC’s staff was reported to be 
analyzing the filing. 
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Arkansas 


System-wide Rate Reduction 
Announced 


SYSTEM-WIDE electric rate reduction 

will be put into effect in June by the 
Arkansas-Missouri Power Company, ac- 
cording to an announcement by the state 
public service commission, which said the 
cut will mean about 17 cents a month to 
each customer of the company. 

The company also filed a rate schedule 
reducing by two cents per thousand cubic 
feet of gas the rates for customers using 
20,000 or more cubic feet per month. The 
commission said relatively few customers 
would be affected by this. 

Both rate reductions were contained in 
tariffs filed by the company. Commission 


Chairman Robinson said the lower rates 
would take effect within thirty days un- 
less objections to them were filed. 
Robinson said the commission had 
worked in co-operation with Mayor Bu- 
chanan of Blytheville in studying the com- 
pany’s rates. For the past two years, he 
continued, a self-styled citizens’ commit- 
tee in Blytheville has been petitioning the 
Blytheville city council to either set rates 
on its own accord or ask the commission 
for a rate investigation of the company. 
Buchanan several months earlier called 
for a cooling-off period in the dispute. He 
explained that the commission was con- 
tinually analyzing the operations of the 
Arkansas-Missouri and other utilities. 


Colorado 


Co-op Bill Signed 


OVERNOR McNichols has signed into 


Colorado law a legislative bill to 


place all co-operative electric associations 
under jurisdiction of the state public utili- 
ties commission. 


Connecticut 


Officials Oppose Tax 
Increases 


prego of Connecticut’s public util- 
ity companies, backed by state and 
local chambers of commerce, opposed 
Governor Dempsey’s recommended tax 
increases on utilities. 

Speaking at the state capitol in favor 
of the tax program was State Finance 
Commissioner George Conkling, who said 
the governor’s budget was based on esti- 
mated revenue from the proposed tax in- 
creases. 

A spokesman for the Southern New 
England Telephone Company said the 
proposed tax increases on the telephone 


company would force a “substantial in- 
crease” to telephone subscribers. He said 
it amounted to a 136 per cent increase in 
taxes, or an extra $9.5 million in taxes. 

The proposal of Governor Dempsey is 
to increase the tax on gross revenue of 
the telephone company from 4 per cent 
to 6 per cent. 

A spokesman for the Greater Hartford 
Chamber of Commerce opposed the tax 
increases on electric, gas, water, and tele- 
phones. He said the increases are so large 
that “higher rates to consumers would be 
the end result.” 

William J. Cooper, president of the 
United Illuminating Company, opposed an 
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increase to 4 per cent on gross earnings 
of gas, electric, and water companies. He 
said the tax would place an unfair burden 
on the customers of the taxed companies 
and “seriously impair Connecticut’s com- 


petitive position with other states in the 
battle to hold and attract industry.” 

Austin D. Barney, chairman of the 
board of the Hartford Electric Light Co., 
also opposed the tax increases. 


Florida 


House Passes Telephone 
Fraud Bill 


eee to set up strict penalties for book- 

makers and others who seek to avoid 
payment of telephone or telegraph tolls by 
any fraudulent means was passed by the 
state house of representatives and sent to 
the state senate. 

The proposed legislation also contains 
language to strengthen a 1959 Florida 
law which provides punishment for per- 
sons who fraudulently use credit cards to 


purchase goods or obtain services. Both 
the new bill and the 1959 law were spon- 
sored by Representative John E. Ma- 
thews, Jr., of Duval county. 

Mathews said the provision covering 
telephone and telegraph tolls is not now 
contained in Florida law. He said the tele- 
phone company had informed him that 
some Florida bookmakers were using elec- 
tronic devices to make long-distance tele- 
phone calls on which the company has 
been unable to obtain records. 


Iowa 


Utility Control] Bill Approved 


_— state senate has approved a bill to 
set up a full-powered regulatory com- 
mission. The bill would give the state com- 
merce commission rate-making powers 
over privately owned public utilities. 

Under the measure, still to be acted 
upon by the house, mutual telephone com- 
panies with more than 50 per cent of their 
users being owners would be exempted 
from regulation. Telephone companies 
with less than 2,000 users also would be 
exempt, as would municipally owned utili- 
ties and co-operatives. 

The proposed legislation calls for rates 
to be set on the basis of “fair return on 


fair value” of the utility. “Fair value” has 
been held by Iowa courts to be a figure 
based 30 per cent on the original cost of 
the utility and 70 per cent on what it 
would cost to replace it. 

A $300,000 fund would be set up to 
administer the act, with the money com- 
ing from an assessment of one-tenth of 
one per cent on gross operating revenues 
of the regulated companies. 

Under the bill, which would become ef- 
fective July 1, 1963, proposed rate changes 
would have to be filed with the commis- 
sion thirty days before going into effect. 
Appeals from the commission’s findings 
could be taken to district court. 


Maryland 


Officers Elected 


\ 7111aM S. Moorg, vice president of 
the Eastern Shore Public Service 
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Company, Salisbury, Maryland, was 
elected president of the Maryland-District 
of Columbia Utilities Association at the 
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annual business conference held in Balti- 
more last month. He succeeded H. Holmes 
Vogel, vice president of The Chesapeake 
& Potomac Telephone Companies, who 
was elected a director of the association. 

Thayer B. Seese, general manager of 
the Conowingo Power Company, Elkton, 
was elected to serve in the ensuing year 


as first vice president; Donald S. Bit- 
tinger, president, Washington Gas Light 
Company, second vice president; Ray- 
mond C. Brehaut, president, Frederick 
Gas Company, Inc., treasurer; and Rob- 
ert C. Carder, manager, rate and contract 
department, The Potomac Edison Com- 


pany, secretary. 


Massachusetts 


Rail Aid Bills Lose 


HE state senate defeated legislation 
early this month that would have per- 
mitted the state to exercise its option to 
buy the right of way of the Old Colony 
division of the New Haven Railroad. 
Passenger service on the Old Colony line 
was suspended several years ago. The 
state’s option to buy the right of way for 
$1,150,000 expired this month. 
The option was part of a transportation 
bill submitted by Governor John A. Volpe. 


It called for an independent rapid transit 
service from Boston to Braintree over the 
Old Colony tracks. The senate defeated 
it and later refused to reconsider the 
action. 

The Massachusetts house adjourned 
without acting on another key issue, a tax 
relief program for the New Haven. The 
line would be given $1.2 million annual 
tax relief for four years as part of a pro- 
gram in which New York, Connecticut, 
and Rhode Island would participate. 


Michigan 


The measure sought by Michigan Con- 
solidated would have required a utility to 
secure a favorable vote of citizens in a 
special election before it could enter a city 
already served by another utility. 


Controversial Gas Measure 
| Killed 


Le Michigan house has killed a bill 
sought by Michigan Consolidated Gas 
Company to protect its industrial gas mar- 
ket from direct sales by Panhandle East- 
ern Pipe Line Company. The move termi- 
nated for the 1961 state legislative session 
a controversy involving the two utilities 
and Ford Motor Company, which, to- 
gether with Panhandle, opposed enact- 
ment. 

During a hearing on the bill, which 
earlier was passed by the state senate, 
Commission Chairman Hill charged that 
the two utility companies had spent mil- 
lions of dollars to carry on their 15-year 
fight for control of the large Michigan 
industrial gas market. 


Flat Monthly Rate Approved 


_ of the Michigan Bell Telephone 
Company to offer its business sub- 
scribers long-distance telephone service 
within the state at a flat monthly rate has 
been approved by the state public service 
commission, The commission said the plan 
would save $600,000 a year each, both for 
Bell customers and for the company. 
The plan divides the state into four dis- 
tricts, and rates—from $300 to $700 a 
month—would be based on the number of 
districts a subscriber included in his plan. 
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For $100 to $225 a month a customer 
would be allowed up to fifteen hours of 
intrastate calls. Unlimited service through- 
out the entire state would cost $700 
monthly, the commission explained. 


Gas Storage Bill Passed 


oe. given final passage by the state 
legislature will require natural gas 


companies to obtain the approval of only 
75 per cent of the landowners in a pro- 
posed gas storage area before resorting to 
condemnation proceedings to obtain lease 
rights to property owned by the hold outs. 

Heretofore, the companies have been 
required to line up agreements with 90 
per cent of the landowners before start- 
ing condemnation proceedings. 


New York 


Fare Increase Sought 


HE Fifth Avenue Coach Lines, Inc., 

largest private bus operator in the 
country, has asked New York city to raise 
the line’s basic fare from 15 to 20 cents. 
The company handles 1.1 million riders a 
day within the city. It operates all the 
Bronx runs, most routes in Manhattan. 
and the Manhattan-Jackson Heights route 
in Queens. In addition, it operates profit- 


able Westchester county routes at 25 
cents. 

The filing for the basic 20-cent fare was 
a supplementary action to a petition pend- 
ing for a rise in the transfer charge from 
three to five cents. The transfer fee would 
affect about 200,000 riders a day and add 
about $500,000 to revenues, the company 
said. The Board of Estimate was to act 
on the transfer increase this month. 


Pennsylvania 


New Bureau Formed 


_ homencage of a bureau to speed inves- 
tigation and action on utility service 
complaints and tighten enforcement oper- 
ations was announced by the state public 
utility commission. The new section, to be 
called the Bureau of Investigations, Serv- 
ice, and Enforcement, will be headed by 
E. Donald Reighard, who was in charge 
of a former service section merged into 
the new agency. 


The commission said the new section 
represents unification of investigation and 
enforcement work for the first time in the 
commission’s history and is regarded to 
be the only one of its kind among the na- 
tion’s regulatory agencies. 

The bureau’s activities will be co-ordi- 
nated in five district offices responsible to 
headquarters in Harrisburg. Other offices 
will be in Philadelphia, Pittsburgh, Al- 
toona, and Scranton. 


Rhode Island 


Would Increase Contributions 


——- introduced in the state legislature 
with the backing of Governor Notte 
would increase from 45 per cent to 100 
per cent the contributions of utility com- 
panies to the cost of operating the state 
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public utilities administrator’s office. 
The measure also would require pay- 
ment by the utilities of the expense of pub- 
lic presentation at utility rate hearings. 
Total contributions by all firms would not 
exceed $250,000 for any fiscal year. 
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as Expense Allowance for Uncollectibles 
d- | peer utility companies, like all businesses, incur some losses because of 
m uncollectible bills. Objections have sometimes been raised to the allowance, 
id as an operating expense for rate making, of any amount for uncollectibles 
id on the theory that a public utility company can require a deposit and that 
y failure to collect is due to its own negligence, Allowance for bad debts has 





met with commission approval in many cases, but then the question arises as 
to what allowance should be made. 








Amount to Be Allowed 

The California commission, in a recent rate case, reduced a water com- 
pany’s claim for uncollectibles to reflect a five-year average ratio of uncol- 
lectibles related to commercial revenues (37 PUR3d 420). The commission, 
last year in a gas rate case, held that a reasonable allowance for uncollectibles 
was computed by applying a percentage factor of 0.42 per cent to estimated 
firm service revenues for the test year (35 PUR3d 300). 

The Colorado commission decided that uncollected bills to the amount of 
14.24 per cent of sales by a water company were entirely too high and 23 
per cent was considered ample (39 PUR NS 153). 

A public utility company was permitted, back in the depression days, to 
charge against operating expense an increase in its reserve to take care of an 
unprecedented and unanticipated amount of uncollectible accounts covering 
former years. The Illinois commission directed the utility, however, to make 
its future annual expense allowance conform to figures based on the single 
year under inquiry (4 PUR NS 1). 

The Indiana commission decided that a public utility company having a 
sizable credit balance in its reserve for uncollectible bills should be limited 
to the actual amount of the uncollectible bills for the current year. It was 
provided that in no one year should the amount charged to operating expense 
for this item be in excess of one per cent of electric and steam sales and that 
in any one year when uncollectible bills should be in excess of this percentage 
the excess amount should be charged against the reserve (23 PUR NS 365). 
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The Massachusetts commission said that sound accounting practice sup- 
ports the establishment of a reserve for uncollectible accounts, though the 
charges for such reserve should be reasonably related to expenses which have 
occurred in the past and which may be expected to continue. An allowance 
of $200 a year for uncollectible accounts of a water company was denied in 
a rate proceeding where uncollectible accounts averaged only $50 a year dur- 
ing the past three years and there was no basis in the record for the higher 
claim (32 PUR3d 421). 

The Michigan commission reduced a gas company’s expense account by 
the difference between the company’s accrual for uncollectible bills and the 
net losses actually incurred, on the theory that there was no merit in including 
as an expense for rate making an amount more than total losses sustained 
(5 PUR3d 449). The same commission, in another case, eliminated an over- 
accrual for uncollectible accounts of a telephone company. The commission 
said that allowances in rate cases for operating expenses such as uncollectible 
accounts should be based on actual experience rather than accrual estimates 
(24 PUR3d 109). 

The Michigan commission recently said: “We are of the opinion that the 
allowance for uncollectible losses should reflect or be related to those to be 
expected from each current year’s sales rather than those incurred for prior 
year’s sales. In this way, the current ratepayer will pay only the current costs 
of operation and the future ratepayer will not be saddled with losses related 
to prior years. The allowance, therefore, should be based upon the extent to 
which losses will be suffered as a result of sales made in the test period. In 
this regard, it should be noted that we are determining the future level of 
expenses and not the level which prevailed during the test period.” (36 PUR3d 
289.) 

The Missouri commission approved an average rather than the experience 
of one year in arriving at the amount to be allowed (17 PUR NS 337). 

The Nebraska commission made an allowance for uncollectible accounts 
based on the average for a four-year period in determining charges to switched 
telephone subscribers (7 PUR NS 43). 

Allowance should be made for uncollectible accounts in budgeting de- 
ductible expenses for operation and maintenance, according to the New 
Hampshire commission (43 PUR NS 321). 

The New Jersey commission expressed the view that the actual amount of 
bad debts written off by a water company in recent years should be considered 
in fixing rates (40 PUR NS 292). 

A Pennsylvania court ruled that an allowance should be made for the trend 
of bad accounts to increase in determining a proper allowance for the pur- 
pose of computing gross annual returns (7 PUR NS 359). The commission, 
in a recent case, held that a telephone company properly determined the esti- 
mated uncollectible portion of a claimed revenue increase by applying a 
factor which represented the ratio of the net bad-debt loss during the test 
year to total operating revenues during the test year (28 PUR3d 413). 

The Washington commission, in the year 1934, reduced a claimed expense 
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for uncollectibles made on the basis of 2} per cent of operating revenues to 
2 per cent in view of anticipated improved economic conditions (3 PUR NS 
433). In another case the Washington commission reduced a claim for un- 
collectibles upon evidence that losses were abnormally high because of ad- 
verse economic conditions from which a recovery could be reasonably 
anticipated (4 PUR NS 363). 

The Wisconsin commission has allowed one per cent of gross operating 
revenues of a telephone company as an uncollectible expense charge (7 PUR 
NS 389; 8 PUR NS 267). The commission somewhat later decided that a 
deduction for uncollectibles should not exceed an average of about 2 per cent 
of total billings (29 PUR NS 230). In a later case the commission expressed 
the opinion that no allowance should be made for uncollectible accounts 
where a company maintains an adequate reserve to cover these accounts and 
where, in any event, such accounts should be negligible because deposits can 
be demanded and service disconnected to prevent loss (3 PUR3d 65). 

Objections to Any Allowance 


A federal court once expressed the view that bad debts could not be con- 
sidered in determining whether rates were confiscatory when it was the custom 
of a company to require a deposit and failure to collect rates was due to 
negligence on the part of the utility company (PUR1923E 485). Other fed- 
eral courts, however, allowed for uncollectibles (PUR1925E 19; PUR1926A 
412; PUR1930A 177). 

The Arizona commission eliminated an allowance for uncollectible accounts 
because utilities have the right to require a sufficient deposit. The commission 
said that, in all fairness to the ratepayer, these losses cannot be passed on to 
those who do pay their bills (20 PUR NS 441). 

The Montana commission expressed the opinion that charges for un- 
collectible accounts should not be allowed as an operating expense unless the 
accounts are in reason uncollectible (24 PUR NS 462). The commission 
held further in this case that a delinquency in collecting accounts, which 
shows an inexcusable indulgence on the part of a public utility, is not charge- 
able to the customers in general. The writing off of small and worthless 
accounts, said the commission, could not be done at the expense of the present 
ratepayer except for the current year. 

The Montana commission, in another case, decided that uncollectible ac- 
counts must be considered even though such accounts are not chargeable to 
operating expenses. Technical methods of accounting will not eliminate them 
(26 PUR NS 393). A gas utility, in a later case, was allowed not more than 
2 per cent of gross revenues for uncollectible accounts (26 PUR NS 465). 

In Texas in one case it was said that a reasonable allowance should be 
made for losses on bad debts of a natural gas utility (2 PUR NS 503). In 
other cases, however, it was ruled that uncollectible bills should not be set up 
as an operating expense, to be paid by customers who pay their gas bills each 
month, when the company can protect itself against this loss by requiring 
deposits to guarantee payment of monthly bills (15 PUR NS 149; 20 PUR 
NS 89). 
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Review of Current Cases 


Liberalized Depreciation Tax Savings 
Go to Depreciation Reserve 


HE California commission ruled (two 

commissioners concurring and three 
dissenting) that companies whose rates 
have been fixed to include income taxes 
based on straight-line depreciation, but 
who are taking liberalized depreciation, 
must charge income and credit deprecia- 
tion reserve accounts with the resulting 
tax savings. Such charges and credits will 
apply to each year beginning in 1960 and 
will continue until rates are fixed on that 
basis. Tax savings carried to surplus, said 
the commission, represent amounts col- 
lected from the ratepayers in excess of 
the amounts allowed by the commission 
in fixing rates. This order, which pre- 
scribes accounting treatment, is a supple- 
ment to a 1960 order (33 PUR3d 209) 
in which rate-making treatment of income 
taxes was established on an “as paid” 
basis. Companies having accumulated tax 
reserves resulting from liberalized depre- 
ciation shall, unless otherwise authorized, 
transfer the balances of tax reserve ac- 
counts to depreciation reserve accounts. 
The commission expressly indicated that 
this order is not to be construed as a 
recognition of normalization of income 
taxes for rate-making purposes. 


Dissent Hits Confusion 


The dissenting commissioners con- 
tended that the majority’s action will pro- 
duce these undesirable results: (1) dis- 
courage companies from changing from 
straight-line to liberalized depreciation; 
(2) cause companies to revert to straight- 
line depreciation; and (3) create con- 
fusion as to whether the commission is 
temporizing with normalization of income 
taxes, notwithstanding the majority’s dis- 
claimer in this regard. 

One of the prime intents of the 1960 
decision, the dissenters observed, was to 
encourage utilities to use liberalized de- 
preciation on the “flow-through” basis. 
This would redound to the benefit of the 
rate-paying public by reason of reduced 
taxes. Moreover, by going to “flow 
through,” utilities would be able so to 
enhance their earnings that rate increases 
would not be necessary. The instant sup- 
plemental order, they said, will have a 
tendency to reverse the present trend to 
use liberalized depreciation. Re Tar 
Treatment of Accelerated Depreciation, 
Decision No. 61711, Case No. 6148, 
March 21, 1961. 


Temporary Electric Rate Increase for Large 
Consumers Upheld 


NEw York court sustained an order 

of the commission authorizing an 
interim rate increase for electric service 
to large-use customers of Consolidated 
Edison Company, pending final de- 
termination in a general rate investiga- 
tion. Under state law a temporary rate 
change is permitted if the commission is 
satisfied “that the public interest requires 
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a change... or that such change is neces- 
sary for the purpose of providing ade- 
quate and efficient service, or for the 
preservation of the property.” The in- 
terim increase was sought and found 
warranted by the commission on the 
ground that it was necessary for the pro- 
tection of present security holders and to 
attract additional capital needed for con- 
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struction to meet the increasing demand 
for service. That this necessity and objec- 
tive, met by reasonable rates, are within 
the frame of the statute is self-evident, 
the court declared. 

The primary issue was the propriety 
of charging the increase to large con- 
sumers, who were relatively few in num- 
ber though they required a substantial 
portion of the company’s entire electrical 
output. The existing rates in their classi- 


S 


fication have remained essentially as fixed 
in 1952, despite rising costs and even 
though there have been two major in- 
creases since that time in the residential 
and other rates. The court held that the 
proof, including disputed cost studies, af- 
forded substantial evidence to support the 
commission’s temporary determination. 
Sixty Wall Tower, Inc. et al. v. New York 
Pub. Service Commission et al. 209 
NYS2d 688. 


Maryland Commission Rejects “Current Appraisal” 


HE Maryland commission, in grant- 

ing a rate increase to the Chesapeake 
and Potomac Telephone Company of 
Maryland, an AT&T subsidiary, unani- 
mously rejected the company’s attempt 
to use a “current appraisal” measure of 
value. 

As in previous cases, the commis- 
sion adhered to an original cost rate base 
in determining that a return of 6.3 per 
cent was reasonable. 


Judgment Factors Minimized 


In any rate case, the commission 
pointed out, the rate of return, within 
prescribed limits, is a judgment figure 
fixed by the regulatory body after con- 
sideration of cost of money, capital re- 
quirements, and the other variables in the 
particular case. This judgment-produced 
rate of return is in itself a variable, 
changing from year to year as a com- 
pany’s requirements change, and varying 
from utility to utility depending upon the 
needs of the individual companies. 

When a regulatory body applies this 
changing rate of return to a base that is 
readily measurable and factually de- 
terminable, such as an original cost rate 
base, there is only one judgment figure 
involved in the body’s determination of 
the case. If, on the other hand, the rate 


base too becomes variable and changes 
constantly, as “current appraisal,” repro- 
duction cost, trended cost, and similar 
rate bases change with the impact of re- 
cessions, business booms, inflation, de- 
flation, or other economic trends that 
elevate or depress current prices and 
values, then the results of any case de- 
pend upon the application of one variable 
factor upon another. 

Although the commission did not think 
rate making to be an exact science, it be- 
lieved the fewer the variable factors in- 
volved in a rate proceeding, the more 
accurately would the regulatory body be 
able to forecast the results of its de- 
termination and avoid fluctuations in op- 
erating income to the utility and the 
resultant changes in tariffs customers had 


to pay. 
Minimal Uncertainty 


Just as a government body can pro- 
duce the dollars required to meet its 
budget by levying a high ad valorem tax 
on a low assessed base, or a low tax on a 
high base, the commission said, so can a 
regulatory body produce the dollars re- 
quired by a utility by allowing a high 
return on a low rate base or a lesser 
return on a higher base. Notwithstanding, 
a reasonable limitation of income is one 
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price a regulated company must pay for 
its statutory guaranty of a reasonable 
rate of return. The cost to the utility for 
“uncertainty” is minimal, so that the re- 
turn cannot be expected to increase sub- 
stantially in more prosperous periods. 
This did not mean, though, that by ad- 
hering to an original cost rate base, the 
commission was powerless to compensate 
for the effects of inflation. In recent 
years, the commission had given recogni- 


tion to the fact that inflation did produce 
results that adversely affected businesses 
subject to regulation and, in addition to 
giving consideration to this fact in de- 
termining the rate of return to be al- 
lowed, it had further attempted to offset 
the effect of inflation by the use of a 
terminal, or year-end rate base, rather 
than an average rate base. It did the same 
thing in this case Re Chesapeake & P. 
Teleph. Co. Case No, 5625, April 6, 1961. 


CATCO Requirements Block Initial Price 
Proposal for Louisiana Gas 


— United States court of appeals 
for the fifth circuit ruled that the 
Federal Power Commission erred in 
granting an unconditional certificate to 
Sun Oil Company authorizing sales of 
gas to United Gas Pipe Line Company 
from the Belle Isle field in southern 
Louisiana at an initial price of 214 cents 
per Mcf, plus reimbursement of state 
taxes of 2.3 cents, plus 75 per cent of any 
new taxes. The identical problem was re- 
cently before the appeals courts for the 
ninth circuit and the District of Columbia 
circuit. The CATCO decision of the 
United States Supreme Court (29 
PUR3d 70) requiring that the “line” be 
held against unwarranted price increases 
compelled the court to conclude in the 
instant case, as the other two courts did, 
that the record did not support the grant- 
ing of a certificate without a price con- 
dition. 


Arm’s-length Bargaining Not Enough 


The proposed price was evidently fixed 
by arm’s-length bargaining between buyer 
and seller. United’s system-wide average 
cost of gas in 1957 was estimated at less 
than 12 cents per Mcf. Testimony indi- 
cated that tremendously increased de- 
mand as contrasted with the available 
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supply of gas was largely responsible for 
the sharp rise in purchase cost from 12 
to 214 cents per Mcf. Interveners con- 
tended that any certificate issued in this 
case should be conditioned to a maximum 
of 17 to 18 cents per Mcf. 

A price paid for gas as the result of 
arm’s-length bargaining with the pro- 
ducer is not, merely because bargained 
for in a highly competitive market, “just 
and reasonable” within the intendment of 
the Natural Gas Act, said the court. The 
purpose of the act was to underwrite just 
and reasonable rates to the consumers of 
natural gas. 


Initial Rate Certification Is Crucial 


Under CATCO requirements, the com- 
mission must give the “most careful 
scrutiny and responsible reaction” to 
initial price proposals under § 7 of the 
Natural Gas Act. At the very threshold 
of the regulating procedure, the court 
declared, newly contracting producers 
were being permitted to charge prices 
which in some instances were 30 per cent 
to 50 per cent higher than earlier prices 
that were at the same time being sus- 
pended by the commission pending hear- 
ings under § 4 procedures. The Supreme 
Court corrected this inconsistency in the 
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CATCO decision. It was there observed 
that the initial certification of a proposal 
under § 7 (e) becomes crucial because 
of the delay and lack of refund protec- 
tion in a § 5 rate proceeding. 

While a “just and reasonable” rate 
hearing is not a prerequisite to the is- 
suance of certificates to producers, their 
proposals must be supported by evidence 
showing their necessity to the present or 
future public convenience and necessity 
before permanent certificates are issued. 

The court did not attempt to determine 
what the “line” was in this case, though 
it indicated that Sun’s contract price with 
United was undoubtedly “out of line.” 
The proponent of this price was bound 
to show why 214 cents, excluding tax, 
was a proper initial rate when only sev- 
eral years earlier the parties were con- 
tracting at half that figure. 


Area Price Schedules Noted 


The court took cognizance of criticism 
of a regulatory scheme that keeps large 
sums of money subject to refund pending 
final determination of just and reasonable 
rates. It noted, however, that “the log 


jam is now breaking,” and that the com- 
mission is making a strong bid toward 
resolving § 4 cases by the publication of 
its area price level schedules (Statement 
of General Policy 61-1, 35 PUR3d 195). 

The commission’s order granting un- 
conditional certification was set aside and 
the proceedings were remanded for ap- 
propriate action. The court ruled similarly 
in a companion case in which Superior 
Oil Company proposed an initial price of 
21.4 cents per Mcf, plus 75 per cent of 
any new taxes, for sales to Transcon- 
tinental Gas Pipe Line Corporation. 

A vigorous dissent in these cases 
recognized other factors than price alone 
in determining “the line,” and rejected 
the idea that any price higher than the 
last one is “out of line.” What is “out of 
line,” the dissenting judge declared, is 
primarily for the judgment of the ad- 
ministrative agency. He saw no useful 
purpose in another hearing before the 
commission, but only an additional un- 
necessary burden upon an already over- 
burdened body. United Gas Improv. Co. v. 
Federal Power Commission, Nos. 18112, 
18113, February 22, 1961. 


FPC Termination of Gas Producer Rate Proceedings 
Exceeds Administrative Discretion 


bbe U. S. appeals court for the Dis- 
trict of Columbia circuit ruled that 
the Federal Power Commission cannot 
terminate a rate proceeding after having 
actually conducted a hearing under § 
4(e) of the Natural Gas Act to the point 
of receiving an examiner’s initial decision, 
without rendering a decision on the law- 
fulness of the proposed rates. Section 
4(e) requires the commission either to 
let the initial decision stand as its de- 
cision or itself to render a decision. 

The court, therefore, reversed the com- 


mission in The Shamrock Oil and Gas 
Corporation case (see 31 PUR3d &) in 
which the commission terminated § 4(e) 
rate proceedings after receiving an ex- 
aminer’s initial decision holding that 
Shamrock had failed to sustain its burden 
of proof and dismissing the company’s 
applications, The commission did not de- 
termine the justness and reasonableness 
of the proposed rates (9-10 cents per 
Mcf) but expressed the opinion that the 
rates were within the zone of reasonable- 
ness and that it was not necessary in the 
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public interest to inquire further into the 
matter. It, accordingly, terminated the 
proceedings, leaving the proposed rates in 
effect. 


Discretion Is Limited 


The substance of the difference between 
termination of a proceeding and a de- 
cision rendered upon the record, said the 
court, is that the former lies within the 
broad discretion of the commission and 
so is not reviewable except for abuse, 
whereas the latter is circumscribed with 
requirements as to substantial basis and 
reasonable progress from that basis to 
the conclusion. The statute requires an 
early choice between discretion and the 
binding necessities of a decisional process. 
The commission cannot pursue one course 
almost to the end and then protect its 
last step by reverting to its discretionary 
power. The court indicated that it was 
not deciding whether the commission may 
terminate a proceeding, once entered 
upon, at some point prior to the con- 
clusion of the evidentiary hearing. 

The court recognized the pressure of 
events which apparently caused the com- 
mission to adopt the course it chose. 
Confronted with thousands of rate filings 
and an unavoidable accumulation of 
cases, the commission had determined to 
terminate the proceedings, leaving the 
rates for consideration under § 5(a). 
This section presents for determination 
only those rates which appear to the com- 
mission, on its own motion or upon com- 
plaint, to be unjust and unreasonable. 
Unlike § 4(e), § 5(a) has no provision 
for refund bond. While the court sym- 
pathized with the difficulty of the com- 
mission, it thought the statute does not 
permit the course sought to be followed. 


Reasonableness Not Decided 


Shamrock argued that the commission 
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did in fact determine that the proposed 
rates were reasonable, pointing to a gen- 
eral statement by the commission to that 
effect. 

The commission opposed this posi- 
tion, asserting that its discussion of rea- 
sonableness was not a final determination 
of the lawfulness of the rates. The court 
agreed with the commission and pointed 
out that if the commission’s expression 
were treated as a decision, it would be 
necessary to vacate it for lack of support- 
ing findings. 


Pragmatic Standard 


The question was raised whether the 
commission would now have to enter 
upon a full-blown cost-of-service rate base 
inquiry. Whether in a particular case rate 
base proof is necessary is something the 
commission must decide in the first in- 
stance, in the light of the statute and the 
relevant cases, said the court. There may 
be situations in which rate base proof 
constitutes the only anchor by which the 
terms “just and reasonable” may be held 
to some recognizable meaning. But there 
are many cases in which rate base proof 
is unnecessary. Citing the Bel Oil case 
(24 PUR3d 512), the court observed that 
the commission might decide to adopt 
some pragmatic standard. 


Remand for Decision 


The case was remanded for entry of a 
decision. If it chooses, the commission 
will be permitted to reopen the proceed- 
ings, but permission to reopen in this in- 
stance is not to be taken as a permanent 
rule. It is an auxiliary permission added 
in this case, the court indicated, because 
of the novelty of a complicated and 
vigorously disputed exercise of regulatory 
power. Minneapolis Gas Co. v. Federal 
Power Commission, No. 15452, March 9, 
1961. 
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CAB Approval of Air-line Association 
Agreement Constitutional 


HE U. S. court of appeals has af- 

firmed a number of Civil Aero- 
nautics Board orders approving air-line 
trade associations’ agreements governing 
ticket agents, holding that such orders 
did not amount to an unconstitutional 
exercise of legislative power. 

There were two associations involved 
—The Air Traffic Conference of America 
and The International Air Transport As- 
sociation. These associations had been 
formed to take joint action on industry- 
wide problems. The resolutions put before 
the board established criteria and pro- 
cedures for the selection, appointment, 
and retention of ticket agents, and pro- 
vided that no member of an association 
could appoint or retain a travel agent 
who had not applied to that association 
and been approved by it. 

Some years back, the board had ap- 
proved the ATC’s resolution, but having 
received complaints regarding the pro- 
cedures instituted by the conference 
agreements, had instituted an investiga- 
tion to determine whether the conference 
system for qualifying ticket agents was 
in the public interest. The board subse- 
quently adopted the finding of its hearing 
examiner, amending the resolutions in the 
manner he had suggested. 

At the time the board was investigating 
the ATC’s agreement, it also directed an 
investigation of the IATA resolution. 
The owner of a travel agency located in 
the United States, after denial of a mo- 
tion that the board withdraw its approval 
of the IATA resolution, appealed the 
denial. 


Finality of Order 


The court first held that the owner of 
the U. S. travel agency did not have:the 
“substantial interest” required by the 


statute to challenge the board’s order re- 
garding the IATA. To be reviewable the 
board’s order had to be a final one, the 
court pointed out. The board’s refusal to 
grant the owner a hearing on his motion 
requesting immediate disapproval of the 
IATA resolution did not deny a right or 
fix any legal relationship. It would need- 
lessly encumber the administrative process 
if any denial of a hearing were held to be 
reason for staying further agency pro- 
ceedings until the validity of such denial 
were passed upon by a court of appeals. 
Similarly, the decisions relating to various 
procedural details made by the board did 
not determine any rights or relationships 
and could not be reviewed at this time. 


Filing Required 

Since the board had taken final action 
in approving the ATC resolution, the 
court held that its order with respect to 
the ATC was reviewable. It held that the 
conference agreement considered by the 
board came clearly within statutory 
language requiring all contracts and 
agreements between air carriers for pool- 
ing services or for preserving efficiency 
of operation to be filed with the board. 

The owner of the U. S. agency had 
contended that, since under the agreement 
only if the committee of the association 
approved an applicant would his name be 
entered on the ATC agency list from 
which member carriers were required to 
select their agents, the plan was adverse 
to the public interest. Approval by the 
board of the agreement had exempted 
carriers acting under the resolution from 
the operation of the antitrust laws. The 
owner claimed that it could be excluded 
from the agency list and precluded from 
accusing the carriers involved of violating 
antitrust laws. 
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It may well be that Congress did not 
intend to allow the airlines to exercise 
concerted control which is immune from 
antitrust regulation over some related in- 
dustry such as that of ticket agencies, 
the court answered. But there was no 
indication in either the words of the 
statute or its legislative history that would 
justify a narrow construction of the 
statute to insulate airlines from antitrust 
liability to other airlines only and not to 
protect it from suits by those engaged 
in affiliated services affected by an agree- 
ment among the airlines. 


Jurisdiction to Disapprove 


The court could see no merit in an- 
other contention of the owner of the 
agency that the board, once having ap- 
proved an agreement, could not act on its 
own to investigate and conditionally dis- 
approve. The exemption from the opera- 
tion of the antitrust Taws is valid only so 
long as the board believes that the agree- 
ment is not adverse to the public interest, 
it pointed out. One decision on an agree- 
ment does not bind the board to later 
agreements. The board may also disap- 
prove an agreement whether or not pre- 
viously approved by it. The board is 
justified in reopening a case at any time 


and considering agreements involved 
anew. 

The board is also not bound to approve 
or disapprove agreements in their en- 
tirety. The court said that it would be 
sacrificing substance to form if it held 
invalid any conditional approval, such as 
the approval of the hearing examiner’s 
recommendations subject to the incor- 
poration of certain amendments, but af- 
firmed an unqualified rejection accom- 
panied by an opinion which explicitly 
stated that approval would be forthcom- 
ing if modifications were made. 


Adequate Constitutional Safeguard 


The owner next claimed that the statu- 
tory authority of the board to approve 
such an association agreement amounted 


‘to an unconstitutional exercise of legis- 


lative power. Although approval insulates 
the operation from the antitrust laws, the 
court said, the board may approve only 
such agreements as are not adverse to the 
public interest. Such a standard is definite 
enough to withstand constitutional attack. 
Exemption from regulation of concerted 
activity which, in the opinion of a regula- 
tory public agency, meets a standard of 
public interest is not unlawful. McManus 
v. Civil Aeronautics Board, 286 F2d 414. 


Rejection of Rate Settlement Offer 
Held Not Appealable 


HE federal appeals court for the 

tenth circuit has withdrawn an opin- 
ion issued upon its dismissal of an appeal 
from a Federal Power Commission order. 
The original opinion erroneously based 
the dismissal of the appeal on the ground 
that the commission did not act arbitrari- 
ly in refusing to approve the appellant’s 
offer to settle a suspended rate increase 
filing. This ground had not been pre- 
sented by the motion of the commission 


MAY 25, 1961 


to dismiss the petition for appeal. The 
court refused to set aside its dismissal of 
the appeal, as requested by the company, 
observing that a correct judgment will not 
be overturned merely because an unten- 
able ground is assigned for it. A new 
opinion was substituted for the original. 

Amerada Petroleum Corporation had 
filed a contract rate of 184 cents per Mcf, 
representing a substantial increase for 
gas sales to United Gas Pipe Line Com- 
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pany. This increase was suspended pend- 
ing regular determination of the reason- 
ableness of the rate. Amerada thereafter 
offered to settle for 18} cents and elimi- 
nate a price redetermination provision in 
its contract, but upon condition that the 
commission terminate its rate investiga- 
tion and let the 18}-cent rate go into 
effect without refund obligation. Upon 
the commission’s refusal of this offer, the 
company sought to appeal. 


Interlocutory Order Not Appealable 


The court held that the commission’s 
order was interlocutory and therefore not 
appealable. While it is not required that 
an order be final to be reviewable, it must 
be definitive and must deal with the 
merits. To be reviewable it must have an 
impact upon rights and be of such a 
nature as will cause irreparable injury if 
not challenged. The ultimate test of re- 


viewability, said the court, rests in the 
need of review to protect from irreparable 


e 


injury threatened in the exceptional case 
by administrative rulings which attach 
legal consequences to action taken in ad- 
vance of other hearings and adjudica- 
tions that may follow, the results of 
which the regulations purport to control. 


No Injury to Petitioner 


The rejection of the settlement offer re- 
quired no affirmative action on Amerada’s 
part, it was pointed out. Neither did it 
require the company to refrain from do- 
ing anything. The commission’s action 
did not deprive Amerada of the right to 
file a contract rate of 18} cents as a new 
rate and start collecting it in accordance 
with the Natural Gas Act. Review is not 
needed, therefore, to protect the com- 
pany from any irreparable injury. Inquiry 
into the reasonableness of Amerada’s 
rates is still before the commission, and 
until that is determined no injury to the 
company’s rights can result. Amerada 
Petroleum Corp. v. Federal Power Com- 
mission, 285 F2d 737. 


Cash for Debt Amortization Not Function of Return 


HE Louisiana commission, in denying 

a telephone company a rate increase, 
reiterated its previous stand that the func- 
tion of the rate of return is not to pro- 
vide cash for debt amortization, since that 
would require customers to share in the 
capital cost without participating in the 
earnings and would violate the funda- 
mental concepts of regulation. Any rate 
of return that provides sufficient funds 
to pay interest on the outstanding debt, 
plus a reasonable return on the equity 
capital, cannot be called a confiscatory 
rate, said the commission. 

The commission held that the presently 
earned return of 3.7 per cent was more 
than sufficient to pay the interest on the 
outstanding debt. Such earnings yielded 


a return of 13.25 per cent on equity 
and 2.125 per cent on long-term debt. 


What Constitutes a Fair Return 


The commission then went on to dis- 
cuss what constitutes a fair rate of re- 
turn for an independent telephone com- 
pany whose capital structure consists 
preponderantly of money borrowed from 
the Rural Electrification Administration 
at an interest rate of 2 per cent. As the 
commission understood the law, it was 
required to permit the earning of a fair 
return upon the stockholders’ investment, 
but the stockholders were first required 
to make the investment. If they chose to 
raise the money which they invested in 
the business by borrowing it, then they, 
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and not the customers of the company, 
had to take the responsibility for re- 
paying it. 

It would be a gross injustice, said the 
commission, to permit companies financed 
by REA money to earn the same rate of 
return as companies compelled to obtain 
financing m the open market at interest 
rates of 4 per cent and more. A rate of 
return which would cover repayment of 
the principal of the funded debt would 


mean, over the years, that the real invest- 
ment in the company had been made by 
the customers, that upon full repayment 
the stockholders, without having actually 
invested a penny of their own money, 
would own debt free all those assets pur- 
chased by such debt, which constituted 
the great bulk of the telephone properties 
and assets. Ex Parte LaSalle Teleph. Co., 
Inc. Docket No. 8216, Order No. 8396, 
April 5, 1961. 


Public Convenience and Necessity 
Not Materially Promoted 


HE Louisiana supreme court affirmed 
a judgment setting aside a commis- 
sion order granting a certificate extension 
to a motor common carrier. An applicant 
for additional certificate authority, said 
the court, has the burden of showing, by 
substantial evidence, that public conven- 
ience and necessity would be materially 
promoted by the grant of the requested 
authority. The commission does not have 
an absolute right to grant or refuse to 
grant a certificate, since its authority is 
limited by the statutory provision requir- 
ing a showing of public convenience. 
The record showed that existing car- 


riers had ample facilities to handle all 
foreseeable demands which might be 
made upon them. There was no evidence 
to show that public convenience and 
necessity would be materially promoted 
by the grant. 

The public is ultimately the loser as the 
result of unnecessary duplication of util- 
ity or transportation facilities, the court 
said. Reduction in income and revenues 
of existing carriers causes the inevitable 
reduction of schedules and _ services. 
Herrin Transp. Co. et al. v. Louisiana 
Pub. Service Commission et al. 127 So2d 
541. 


Block Rate Provides for Dissimilarities 
Between Customer Groups 


HE mere inclusion of customers with 
dissimilar characteristics and de- 
mands on the same rate classification does 
not result in any unreasonable prejudice 
or unlawful discrimination against such 
customers if there are differences in the 
charges within the class which properly 
give effect to such dissimilarities, the II- 
linois supreme court declared in uphold- 
ing a commission rate order. 
Five cities urged that it was discrimina- 
tory for Commonwealth Edison Company 
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to include them in the same rate classifica- 
tion with eleven smaller customers. All 
of these customers were resellers, but the 
cities had substantially larger demands 
and usage and hence their unit cost of 
service tended to be lower than that for 
the other customers. 

The cities, therefore, sought a measur- 
ably lower charge for electric service than 
the charge to the eleven smaller custom- 
ers. In this the court agreed, but it ap- 
peared that the rate applicable to both 
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groups actually provided for charges 34 
per cent higher for the smaller customers 
than for the larger. The differences be- 
tween these customers were accommo- 
dated by the block principle of price 
scheduling adopted in the disputed rate. 

Under the state law a utility may, as a 
basis for determining charges, classify its 
service according to the amount used, the 


time when used, the purpose for which , 


used, and other relevant factors. The 
basis of the classification in the rate for 
both groups of customers in this case was 
not only the purpose for which the serv- 


ice was used but also the other statutory 
factors. 

The court held that the commission, 
with its expert knowledge of the in- 
tricacies and complexities of rate making, 
was warranted in upholding as reasonable 
the differences in charges complained of 
by the five cities. The cities failed to meet 
their burden of showing that the differ- 
ences between the charges to the two 
groups were unduly prejudicial or other- 
wise unreasonable. City of St. Charles et 
al. v. Illinois Commerce Commission et al. 
172 NE2d 353. 


Lease of Certificate Held within Statutory Exemption 


HE Louisiana supreme court reversed 
a judgment annulling an order per- 
mitting an irregular route motor common 
carrier to lease its certificate. The case 
revolved around a statutory provision 
prohibiting the leasing of certificates un- 


less the carrier had operated for six con- 
secutive months prior to the lease transfer 
or had failed to so operate due to bank- 
ruptcy, receivership, or other legal pro- 
ceedings, or to other causes beyond its 
control. 

Other carriers pleaded for a strict con- 
struction of the general excepting clause, 
declaring that the words “other causes 
beyond his or its control’? meant causes 
emanating solely from outside sources 
and that business failure was to be re- 
garded as being, at least partially, within 
the permittee’s control. In addition, the 
carriers claimed that the maxim “ejusdem 
generis” —i.¢., that general words, such as 
“other, etc.,” following an enumeration 
of particular classes or things—should be 
construed to mean “other such things” as 
those enumerated. Thus, the words “other 
causes beyond his or its control” should 
not have been interpreted so as to include 
all other causes beyond the permittee’s 


control but should have been restrictively 
read to encompass only causes similar to 
“bankruptcy, receivership, or other legal 
proceedings.... ” 


Not Applicable 


The court could find no merit in the 
contention that the doctrine of ejusdem 
generis was applicable in this case. To be- 
gin with, said the court, that doctrine is 
not one of universal application. Its value 
as a guide to ascertain legislative intent 
is limited to cases in which the true intent 
cannot be discovered from the language 
employed in the statute. 

In the case at bar, the court thought 
that the clear language of the general ex- 
cepting clause indicated a legislative de- 
sign to exempt from the prohibited trans- 
fers any certificate, when failure to 
conduct substantial operations under its 
authority was due to any cause factually 
shown “to the satisfaction of the commis- 
sion” to be beyond the control of the 
permittee. By no process of interpreta- 
tion, said the court, could the general 
excepting clause be said to be restricted 
to causes similar to bankruptcy or re- 
ceivership, for those words were followed 
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by the words “or other legal proceed- 
ings,” which were then followed by the 
omnibus clause stating “or to other causes 
beyond his or its control.” It was mani- 
fest, the court thought, that the clause 
broadly extended the exemption from the 
statutory prohibition to any other cause, 
no matter from what source, provided it 
was beyond the control of the operator. 

The argument that the clause should be 
narrowly construed because its purpose 
was to terminate the traffic in “dead cer- 
tificates,” said the court, could not stand 
in view of the broad language of the 
omnibus clause. The only questionable 
feature of the case was whether the 
failure of the permittee to operate be- 
cause of insolvency was, of itself, suffi- 
cient to justify the commission’s con- 
clusion that the insolvency was a cause 
beyond the permittee’s control within the 
meaning of the omnibus clause of the 
statute. 


Permittee’s Control 


The court thought that the question 
demanded an affirmative answer when 
consideration was given to the other ex- 
ceptions in the statute which recognized 
voluntary, as well as involuntary, bank- 
ruptcy and receivership as excusable 
causes for failure to operate. The court 
was cognizant that insolvency of a busi- 


ness was not always due to factors be- 
yond the owner’s control, as it could be 
attributable to utter neglect of the enter- 
prise, faulty judgment, or to other human 
failings. 

On the other hand, business failures 
ordinarily emanated from varied and un- 
expected conditions, circumstances, and 
events beyond the operator’s control. It 


_was fair to say that the legislature had 


this in mind when it specially excepted 
from the prohibitive statute bankruptcy 
and receivership, which were the ulti- 
mate results of financial instability. It 
was logical to deduce that, in further ex- 
cepting other causes beyond its control, 
the lawmakers had also intended that 
insolvency, being another cause for 
failure to operate, could be regarded by 
the commission as a cause beyond the 
operator’s control unless it was shown 
that the defaulting permittee contributed 
to his financial straits. 

The commission had made its factual 
finding that the permittee’s insolvency 
was due to circumstances beyond its con- 
trol. The rulings of the commission are 
entitled to great weight and will not be 
overturned, said the court, in the absence 
of a clear showing of abuse of power. 
S. A. Harris Transfer & Storage, Inc. et 
al. v. Louisiana Pub. Service Commission 
et al. 127 So2d 148. 





Other Recent Rulings 


adequate service to the purchaser of the 
service, but was principally confined to 
the solicitation of the shipper’s benefi- 
cence. Re New York Central Transp. Co. 
Case MT-6809, February 15, 1961. 


Shipper’s Beneficence. The New York 
commission granted a common motor 
carrier certificate, authorizing the trans- 
portation of cement, to an applicant that 
was fit, willing, and able to perform such 
service, commenting that competition 
among carriers transporting the com- 
modity did not involve the customary 
considerations of prompt, efficient, and 
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Interconnection of Facilities. The Wis- 
consin commission granted an electric 
company permission to interconnect its 
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facilities with those of another company 
for the purpose of obtaining additional 
energy to supply growing customer de- 
mands upon a showing that the proposed 
facilities would not impair the efficiency 
of the service, would not provide facili- 
ties unreasonably in excess of probable 
future requirements, and would not add 
to the cost of service without propor- 
tionately increasing the value or available 
quantity thereof. Re City of Black River 
Falls, CA-3781, February 16, 1961. 


Service from Preferred Telephone Ex- 
change. The Illinois commission held 
that, in cases where residents of an area 
request service from an exchange more 
advantageous to them, consideration 
should be given not only to the necessity 
and convenience of the applicants, but 
to the capital investment, the operating 
and engineering cost, and the established 
facilities of the utilities involved in fur- 
nishing such public services. Wright v. 
Southwestern Bell Teleph. Co. No, 47324, 
February 20, 1961. 


Compensation for Indian Lands. An- 
nual compensation to be paid by a power 
company for the use of a power site on 
Indian reservation lands was fixed by 
the Federal Power Commission on the 
basis of “sharing of the net benefits.” 
Re Montana Power Co. Project No. 5, 
January 30, 1961. 


Refund Bond. Although the filing of 
a surety bond is not a condition precedent 
to an increased rate becoming effective 
under § 4 of the Natural Gas Act, the 
Federal Power Commission refused to 
alter its requirement that a rate thus 
made effective be collected and that a 
surety bond be filed to provide for a possi- 
ble refund. Re Glassell et al. Docket No. 
RI60-130, February 15, 1961. 


PROGRESS OF REGULATION 








Uniformity of Rates. The California 
commission commented that uniformity 
of rates, for warehousemen, is essential 
to permit the operators to compete for 
available business, notwithstanding a sub- 
stantial variation in individual ratios. Re 
Bay Cities Warehouse Co. et al. Decision 
No. 61567, Application No. 42582, Feb- 
ruary 21, 1961. 


Telephone Company Return. A return 
of 3.28 per cent on a telephone company’s 
fair value rate base was considered fair 
by the North Carolina commission where 
the company was in a position to borrow 
money at an interest rate of 2 per cent. 
Re Pinebluff Teleph. Co., Inc. Docket 
No. P-48, Sub 11, February 22, 1961. 


Use of Formula. The California com- 
mission stated that it was not possible 
to rely on the use of a formula alone for 
the determination of a reasonable rate of 
return. Re California Water Service Co. 
Decision No. 61580, Application Nos. 
42326, 42327, 42330, February 28, 1961. 


Water Company Return. The Cali- 
fornia commission considered a return of 
6.5 per cent on a water company’s orig- 
inal cost rate base reasonable. Re South- 
ern California Water Co. Decision No. 
61582, Application No. 42489, February 
28, 1961. 


Municipal Water Plant Return. A re- 
turn of 5.5 per cent on a municipal water 
plant’s net book value rate base was con- 
sidered reasonable by the Wisconsin 
commission. Re Village of Fox Point, 
2-U-5510, February 28, 1961. 


Sewer Rate Return. The Wisconsin 
commission granted a municipal water 
plant a rate increase applicable to sewer- 
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age service, which would produce a re- 
turn of approximately 4.5 per cent on 
the net book value rate base and would 
increase to approximately 5.5 per cent 
after construction work in progress was 
completed. Re City of Schofield, 2-U- 
5495, January 26, 1961. 


Order Not Reviewable. A federal 
court of appeals held that a petitioner was 
not aggrieved by the refusal of the Fed- 
eral Power Commission to grant discre- 
tionary declaratory relief, and that the 
refusal was not reviewable. Continental 
Oil Co. et al. v. Federal Power Commis- 
sion et al. 285 F2d 527. 


Passenger Train Discontinuance. The 
Massachusetts supreme court refused to 
disturb a commission ruling permitting 
a railroad to discontinue certain pas- 
senger service where it involved some 
financial loss for the company and the 
cutback would not substantially affect 
rush-hour train service. Town of Wilm- 
ington v. Massachusetts Dept. of Pub. 
Utilities et al. 171 NE2d 466. 


Interpretation of Carrier Authority. 
The Utah supreme court refused to dis- 
turb a commission finding that prilled 
ammonium nitrate is not an explosive, 
within the certificate authority of a car- 
rier, where the record showed that the 
material would not explode unless com- 
bined with other substances. Ashworth 
Transfer, Inc. v. Carbon Motorway, Inc. 
et al. 358 P2d 901. 


Extended-area Telephone Service. The 
Indiana commission authorized a tele- 
phone company to provide extended-area 
service so as to facilitate calls to the 
subscribers’ community of interest, where 


a survey indicated that an overwhelming 
majority of the subscribers desired such 
service in preference to toll rates, even 
though it would entail an increase in the 
monthly charge. Re General Teleph. Co. 
of Indiana, Inc. No. 28941, February 17, 
1961. 


Telephone Return. The Wisconsin 
commission granted a small telephone co- 
operative a rate of return of 5.86 per 
cent on a net book value rate base, as 
requested, which return would establish 
earning power to support borrowing for 
service improvements. Re Prentice 
Teleph. Co-operative, 2-U-5486, Febru- 
ary 24, 1961. 


Commissioner's Freight Rate Powers. 
The Oregon commissioner held that he 
had authority to determine what would 
be a just and reasonable and compensa- 
tory maximum rate on certain commodi- 
ties moving between intrastate points, but 
that he had no authority to fix an abso- 
lute rate, a rate which had no relationship 
to commodities, volume, movement, and 
economic conditions, nor the authority to 
fix a minimum rate below which a carrier 
could not go, or to compel the carrier 
against its will to increase a noncom- 
pensatory tariff which it had filed. Re 
Southern P. Co. RF-159, Order No. 
37720, March 3, 1961. 


Telephone Return. A return of 2.15 
per cent on the net book value rate base 
of a telephone company converting its 
magneto system to automatic dial opera- 
tion was not considered unreasonable, by 
the Wisconsin commission, in view of the 
company’s ability to borrow at low inter- 
est rates. Re Preston Teleph. Co. 2-U- 
5502, March 6, 1961. 
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Be! Dataspeed Provides 
er Teletypewriter Service 
\t Less Cost 


GH-S PEED teletypewriter tape 
jissio:n System cabable of trans- 
bg and receiving more than 1,000 
sper :uinute has been developed 
e Bell Telephone System. The 
bquipnient, known as Dataspeed, 
ke more than 10 times faster than 
astest teletypewriter now avail- 
and will offer substantial sav- 
in transmission costs, it was an- 
ed by Robert F. Landry, as- 
vice president, marketing, 
rican Telephone & Telegraph 
any. 
taspeed will permit a 5,000 word 
pe message from New York to 
igo, for example, to be sent via 
egular telephone network in ap- 
imately five minutes. The same 
age now takes almost an hour 
ordinary teletypewriter facilities. 
will also reduce the cost 
‘irges for such a transmis- 
he current TWX rate for 
transmission between 
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New York and Chicago of $21.10 to 
the Dataspeed rate of $2.25 for a five- 
minute phone call, Mr. Landry ex- 
plained. 

Coupled with the Bell System 
Data-Phone Series 200, Dataspeed 
will enable customers to utilize the 
regular telephone network and dial 
their own connections. 

Initial installations are scheduled 
for the latter part of 1961 through- 
out the Bell System, Mr. Landry re- 
ported. 


Delta-Star Announces New 
Transformer with Strip Aluminum 
Secondary Windings and 
New Core 
A NEW distribution transformer 
with a completely new core design, 
and aluminum strip low voltage wind- 


ing has been developed by H. K. 
Porter Company, Inc., Delta-Star 


Electric Division. Advantages of the 
new design include lower weight, re- 
duced hot spots, increased short cir- 
cuit strength, and longer life. 

The new coil design incorporates 










an aluminum strip low voltage wind- 
ing as compared to rectangular cross 
section copper magnet wire. The 
aluminum strip varies in width from 
approximately six inches on_ the 
smallest KVA’s to 15 inches on the 
larger sizes. 

The broad surface of the aluminum 
strip keeps temperature gradients to 
a minimum. Hot spots are minimized. 
The aluminum strip balances ampere- - 
turn distribution between high and 
low voltage windings. Because of 
this, axial (vertical) forces are prac- 
tically eliminated, enabling these units 
to withstand higher short-circuit cur- 
rents than conventional copper wire 
designs. 

Insulation life is increased with no 
change made in the insulation itself. 
One measure of insulation life is its 
ability to withstand mechanical forces 
of a short-circuit after being sub- 
jected to elevated temperatures. By 
drastically reducing the axial forces, 
insulation life is prolonged. 

Strip winding, because of its sim- 
plicity is much more suitable for auto- 


(Continued on page 16) 

















Mu: have an engineering background either by educa- 
tion o» xperience, and depth of electric utility management 
exper!’ :ce, Preferably mid-forties. Prefer background as 
operat is or commercial manager of a small utility or in 
similai -apacity for a division of a large one. 

All 
matio: 


UTILITY EXECUTIVES 


Ye are a leading management consulting firm, representing two rapidly expanding utility organizations. Each 
| requires a senicr management executive. Both are new positions and offer attractive compensation for their 
service fields. The men we are seeking should currently be earning at least $15,000. 


*>ERATIONS VICE PRESIDENT 


rapidly growing southwestern public utility. This 
direct all operations, including commercial, engi- 
transmission, distribution and construction, 








mmunications and discussions held in strict confidence and on exploratory basis. Please supply adequate infor- 
or preliminary evaluation of background. including earnings. 


Box 525, Public Utilities Fortnightly, 332 Pennsylvania Bldg., Washington 4, D. C. 


GENERAL MANAGER 


Midwestern municipal utility. Exceptional growth as- 
sured, Manager will have responsibility for total operations. 


EE or ME degree required. Age: preferably mid-forties. 
Should have at least five years experience as a principal 
executive of a municipal of small public utility, or as divi- 
sion manager of a larger one. Past responsibility for major 
construction desirable. 
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mated winding than conventional 
layer wound coils. In order to pro- 
duce the new aluminum strip wound 
coils, and to automate other trans- 
former production facilities, Delta- 
Star Electric Division, H. K. Porter 
Company, Inc. has built a completely 
new plant at Lynchburg, Virginia. 
Early June production is planned for 
several ratings of the new 1961 trans- 
formers and full production on com- 
plete transformer line is scheduled 
for September 1961. 


Rochester Telephone Plans 
$14,600,000 Program 


ROCHESTER Telephone Company, 
Rochester, New York, plans to spend 
$14,600,000 on construction in 1961, 
according to William A. Kern, presi- 
dent. 

Most of the amount will be de- 
voted to the dial conversion of the 
Webster central office, northeast of 
the city of Rochester, and the con- 
version of the Hillside central office 
in the city. 

With the Hillside dial conversion, 
the Rochester metropolitan exchange 
will be 100 per cent dial operation. 
At the same time, in October, direct 


distance dialing will be introduced 
throughout most of the territory 
served by the company. 


Meriam Instrument Issues 
Brochure 


THE Meriam Instrument Company 
recently announced publication of a 
new 6-page brochure describing the 
services of its Special Equipment 
Division. 

The booklet shows how Meriam 
can create equipment to simulate con- 
trol, or monitor transient, static or 
dynamic conditions in a planned or 
random sequence to allow the opera- 
tion or observation of performance 
characteristics of a product. Descrip- 
tions of eight illustrated types of 
equipment outline their function and 
capabilities. Section three explains 
how the integrated facilities of 
Meriam’s_ Instrument, Electronics, 
Special Equipment and Meriam- 
Weld divisions enable development of 
unique systems for precision control, 
operation, monitoring and testing of 
military and industrial equipment. 

srochure SED 100 will be sent 
upon request to the company, 10920 
Madison avenue, Cleveland 9, Ohio. 


Bright Future, Unlimited 


Supplies Predicted b 
Industry Leade: 
THE § gas _ industry — 
tripled its size in the pas 
can expect a future of e 
growth in which supplies 
problem, the president of 
ican Gas Association said 

“Our future is bright a 
no foreseeable supply 
which would affect the : 
industry’s ability to expan 
vide additional energy f 
tion,” according to Leste: 
who is president also oi! 
Star Gas Co., Dallas. 

He spoke at the openin; 
A. G. A.’s annual Distri 
Production Conference i: 
phia May 8th through Ma: 

Mr. Potter said that the 
try supplies more than one 


and is the fifth largest Un 
industry. 

Mr. Potter praised gas 
for their 12-year safety re: 
is the longest consecutiv: 
in accident frequency rate 
tion’s history. 
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BILL ANALYSIS ~- Resicential 
PERIOD - Yeer 19- 


IS KNOWN 


CUMULA 


: —_. 
No. Bilis Bund. + Ft. No. Bills 


FUTURE 
CAN BE SHOWN 


Bill analyses by the “One-Step” method provid 
management with an accurate monthly -heck @ pro 
revenues in relation to use of existi g pla 
capacity. The cumulative information in thes,” 
reports supplies the bases for maintenan: 2 of 54 
sonable rates, and a dependable yardstick in pla 
ning future expansion. 





The cost of the “One-Step” service is Ic ver th 
by company compilation; handling p ocedut 
simple to institute, and do not involve « our p4 
sonnel - all work is done in our data p ocessif 
center. We would like to send you full inform 
tion - without obligation. Write Dept. J-7. 


RECORDING & STATISTICAL CORPORATION 


Public Utility Data Processing Division 


WOrth 6-2700 


100 SIXTH AVENUE + NEW YORK 13, N.Y. «¢ 
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Study Forecasts Record Highs 
in Electric Industry in 1961 


n’s electric power industry is expected to 
highs in output and generating capability 
:pite the general business recession, it was 
‘cently in the 29th Semi-Annual Electric 
-u-vey of the Edison Electric Institute. 

or the total electric utility industry in the 
tes (excluding Alaska and Hawaii) is ex- 
‘ach 819 billion kilowatt-hours by the end of 
icrease of 7 per cent over the 1960 output 
on kilowatt-hours. This will climb to more 
llion kilowatt-hours by the end of 1964, the 

ates. 
Committee Chairman Arthur S. Griswold, 
‘ont of The Detroit Edison Company, pointed 
scheduled increase in generating capability 
“1 is proceeding according to plans to bring 
total ; ower-producing capability of the industry to 
millio:: kilowatts in December 1961. This will be 
of 7.4 per cent above the actual capability 
175 million kilowatts in December 1960. By the 
of 1964, this figure is expected to reach 221 million 


@he December 1961 peak load of the total electric 
ty industry in the United States is predicted to be 
million kilowatts, an increase of 8.9 per cent over 
corresponding peak load of 133 million kilowatts 


he electric utility industry’s margin of power supply 
r demand for December 1961 is expected to be 
ut 29.6 per cent of the total demand. By 1964 it is 
ected that this will be reduced to 24.4 per cent. 
he El.| Power Survey has been made semi-annua!- 
ince 1947, It includes forecasts of peak power de- 
ids and supply capabilities on a regional and national 
is, as well as information on manufacture of heavy 
i¢ power equipment in the United States. 
> survey is prepared in co-operation with power 
roughout the United States and with prin- 
anifacturers of heavy electric power equipment 
‘rbine-generators, boilers, and transformers. 


1 v0 Companies to Interconnect 
Transmission Systems 


) interconnect the electric transmission sys- 
izona Public Service and Public Service of 
0 were announced recently by the presidents 
utilities. 

. Lucking, president of Arizona Public 
id D. W. Reeves, president of the New 
mpany, said, “This interchange of power 
of tremendous value to our companies and 
‘rs by helping to hold the line against rising 


iection will be accomplished through con- 
i a 230,000 volt line by Public Service of 
co from Ambrosia Lake to a point near 
‘ublic Service’s new Four Corners Power 


cutives cited several benefits to be derived 
‘onnection: 


' Arizona Public Service Company’s peak 
(Continued on page 18) 





INCREASING 
LOADS + 


EXPENSIVE 
RIGHTS-OF-WAY = 
EHV 
TRANSMISSION ? 


Commonwealth engineers can help your staff review 
this question and develop the most economical pro- 
gram for your transmission requirements, no matter 
what voltage is indicated. Our extensive experience 
with 345 kv and other high voltages assures clients 
dependable assistance and substantial savings on 
equipment and structures. Your inquiry is invited. 


Commonwealth 


SERVICES INC. ASSOCIATES INC. 


Management Consultants Professional Engineers 
New York,N. Y. Jackson, Michigan 


. : 
S Houston, Texas Washington,D. C. cA 
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load comes during the summer months 
and N w Mexico’s peak comes in the 
winter, the utilities will be able to 
exchange peaking power on each sys- 
tem. 

2. This will permit staggering of 
new generating units in each system 
with resultant savings in investment 
costs. 

3. The companies will be better able 
to meet system emergencies by being 
able to call on the resources of the 
other company when emergencies 
occur. 

4. Interchange of available lower 
cost energy from one system to the 
other. This factor would apply due 
to the difference in supply and cost 
of fuels used to fire the boilers of 
generating plants of each system. 

Lucking and Reeves stated that, 
“The effecting of this interconnection 
will assist in the advancement of fu- 
ture interconnection with other com- 
panies. This will speed the intercon- 
nection of the Rocky Mountain 
region, further improving the econ- 
omies and operations of all partici- 
pating electric suppliers and distrib- 
utors in the area.” 

The interconnection will be made 





in 1963 on completion of Four Cor- 
ners Plant and the New Mexico 
company’s transmission line. 

Arizona Public Service and Utah 
Power and Light Company are cur- 
rently working on an interconnection 
between their systems. This intercon- 
nection will be made near the Ari- 
zona-Utah border. 


Combination Tool Seals Meters, 
Embosses Seals and Cuts Wires 
A POCKET-SIZED meter sealing 
tool that embosses while it seals and 
also cuts wires is announced by A. C. 
Gibson Co., Inc. of Buffalo, New 
York. 

Despite the fact that it is only 54 
in. long and weighs only 9 ounces, the 
tool is claimed to have unusually 
powerful leverage. Made of fine 
quality steel, highly nickel-polished 
the combination meter sealer-em- 
bosser-wire cutter is available in a 
choice of flat faced, embossing or 
deep slotted dies. Price complete ac- 
cording to types of die selected, is 
from $6.50 to $7.25 each, or $65 to 
$72.50 per dozen. 

Write for literature and_ prices. 


A. C. Gibson Co., Inc., 70 Oak str 
Buffalo 5, New York. 


Ninety-four Utilities Win 
Advertising Awar:'s 
NINETY-FOUR utility ¢ smpag 
in the United States, Ha aii, , 
Canada have won outstandi: ¢ hon 
in the field of advertising, | was; 
nounced recently at the Pv lic Uj 
ties Advertising Associatio:: s ann 
convention in Detroit. 
Award certificates were 
to representatives of winni 
gas and water companies f 
ment in 20 classifications « 
ing and public relations n 
all, 168 awards were pres 
More than 2,500 entrie 
ceived in this year’s contes 
ciation’s 38th annual comp: 
the oldest continuous adver! 
petition in the world, ac: 
William L. Perdue, chai: 
Perdue is director of 
Kansas Power & Light 
The contest included newspa 
advertisements, magazines, empl 
newspaper, direct mail, publicatia 
displays, posters, billboards, anr 


resen 


were 


tion, ¢ 
sing ¢¢ 
ding 
aan. } 





decision... 


Utilities, banks, insurance companies, private investors, 
government agencies... business and industry... all have 
been aided in arriving at vital decisions by the specific objec- 
tive recommendations found in a Stone & Webster Report. 


The combined judgment of the experienced men who 
analyze your problem is incorporated in the Report, giving 
comprehensive treatment to all pertinent factors according 


to their relative importance. 


STONE & WEBSTER SERVICE CORPORAT O 


90 Broad Street, New York 4, New York 
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lio and television, and mo- 
‘es. Most of the entries 
-d into three categories, ac- 
the size of the utility— 
)00 customers, more than 
d less than 400,000, and 
e1i 400,000. 
mpanies won five awards 
y are the Commonwealth 
mpany, Northern States 
apany, and Pacific Gas & 
ompany. Five firms (or 
is of firms) won four 
‘+h. They are Gulf States 
‘ompany, Jersey Central 
ight Company, and New 
wer & Light Company, 
Power & Light Company, 
‘ower Company, and South 
yas Company. 

ourteei companies won three 
brds each. They are Consumers 
ver Company, Hawaiian Electric 
mpany, Ltd., Indiana & Michigan 
ctric Company, Milwaukee Gas 
ht Company, Minneapolis Gas 
npany, The Narragansett Electric 
ipany, Ohio Fuel Gas Company, 
nsylvania Power & Light Com- 
ty, The Peoples Gas Light & Coke 
mpany, Public Service Company 
Oklahoma, Savannah Gas Com- 
by, Union Electric Company, Wis- 
sion Public Service Corporation, 

1 Wisconsin Gas Company. 
All award-winning material is pub- 
hed in the association’s annual 
ter Copy Contest Awards Book, 
ies of which can be purchased by 
tactine Mr. Perdue. ; 


PG&E To Double Size of 
Cortra Costa Station 


Gas and Electric Com- 
to double the size of its 
sta power plant in eastern 
ta county at an investment 
lion, it was announced re- 
PG&E President N. R. 

The plant is near 
1 the south shore of the 
in river. An application 
lifornia Public Utilities 
n for a certificate to build 
n will be filed soon, Mr. 
said. 





ILITY REGULATORY ENGINEER in 
vt Agency. Salary range—$9,000- 
tion—New York City. Work is in- 
challenging. Promotion opportuni- 
d. Qualifications: PE license and 
electric utility experience or the 
eply: Box 520, Public Utilities Fort- 
+ Pennsylvania Bldg., Washington 4, 
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The project will add 660,000 kilo- 
watts of electric generating capacity 
to the plant in two new units, raising 
the total to 1,270,000 kilowatts. Only 
PG&E’s Pittsburg power plant, also 
in Contra Costa county, will have 
more capacity installed in a sinple 
steam-electric plant anywhere in the 
West, according to the announce- 
ment. Pittsburg is rated at 1,320,000 
kilowatts. The work near Antioch is 
scheduled to begin in the spring of 
1962 and will be completed in mid- 
1964, the PG&E president reported. 


Clarence Dauber Joins 
Chas. T. Main, Inc. 


CLARENCE A. DAUBER has been 
appointed to head the thermal power 
engineering activities of Chas. T. 
Main, Inc., the Boston consulting 
firm announced recently. Mr. Dauber 
is presently director of the Civil and 
Mechanical Engineering Division for 
The Cleveland Electric Illuminating 
Company, and will occupy his new 
position on July 1, 1961. 

Mr. Dauber joined The IIluminat- 
ing Company in 1928, and held sev- 
eral positions, including supervisor of 
plant design, prior to appointment to 
his present post in 1953. He has been 
associated with the design and con- 
struction of over two million kilowatts 
of power plant capacity, and has pro- 
vided consulting services on a wide 
variety of operating problems. Mr. 
Dauber has been active in coal pipe- 
line development since its inception. 


Atlantic City Electric Company 
Film Wins Award 


ATLANTIC City Electric 


Com- 
pany’s new motion picture film 
“Southern New Jersey — Land of 
Vigor” received the first place award 
for motion pictures by the Public 
Utilities Advertising Association at 
its 1961 Convention. The Award was 
part of the Association’s annual na- 
tionwide “Better Copy Contest” held 
in Detroit recently. Connecticut Light 
& Power Company and Cleveland 
Electric Illuminating Company won 
the second and third awards. 

The company also received third 
place award in the single newspaper 
advertisement category of the Con- 
test. 

Red Ritson, advertising director of 
the company, received the awards for 
the company. 


Proceedings of 1960 
Annual Conference 


THE Atomic Industrial Forum 
announces publication of “Nuclear 
Frontiers—1960,” the complete pro- 
ceedings of its 1960 annual confer- 
ence held in San Francisco in 
December. 

The 330 page illustrated book 
contains 55 papers on 13 major op- 
portunity and problem areas pecul- 
iar to atomic energy development. 

Illustrative of the scope and im- 
pact of the book is the fact that it 
includes analyses of such important 
problems as: today’s uranium sur- 
plus; public understanding and ac- 
ceptance of atomic energy activi- 
ties; the need for modifying and 
improving the AEC’s reactor li- 
censing procedures and its con- 
flicting promotional and regulatory , 
functions; and securing approval 
of reactor power projects from 
state utility commissions. 

Separate major sections of the 
book are devoted to such important 
topics as government contracting 
policies and industrial participation 
in nuclear space exploration pro- 
jects; problems in initiating a 
power reactor project; legal prob- 
lems in international atomic energy 
contracts; and new economic and 
technical factors pertaining to the 
reactor fuel cycle. 

The book is available at $10.00 
per copy from: National Agency 
for International Publications, Inc., 
801 Third avenue, New Yor! 17, 
New York. 


Stahl Issues Catalog 


STAHL Metal Products, Inc., 
Cleveland, has just produced a 
new catalog of more than sixty 
pages showing all types of Stahl 
utility service bodies and equipment. 
Included are photos and _ full 
specifications of not only bodies 
but derricks, aerial ladders, winches, 
ladder racks, side boxes and equip- 
ment for every utility purpose. 








ELECTRIC UTILITY REGULATORY ENGINEER in 
a Government Agency. Salary range—$7,400- 
$9,000. Location—New York City. Work is in- 
teresting and challenging. Excellent promotion 
opportunities. Qualifications: At least one year 
electric utility experience or the equivalent. 
Reply: Box 530, Public Utilities Fortnightly, 332 
Pennsylvania Bldg., Washington 4, D. C. 
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PROFESSIONAL DIRECTORY 


@ This Directory is reserved for engineers, account- 
ants, rate experts, consultants, and others equipped to 
serve utilities in all matters relating to rate questions, 
appraisals, valuations, special reports, investigations, 
financing, design, and construction. 











AMERICAN 
SUPPORTABLE EVIDENCE iN=5-5-VNI NE 
For whatever purpose, American Appraisal provides COMPANY 
authoritative valuations and experienced interpretation SINCE 1896 


that is generally acceptable throughout the world. Home Office: 525 E. MICHIGAN ST. 


MILWAUKEE 1, WISCONSIN 
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Engineers and Builders for /naustry 


ENGINEERING - CONSTRUCTION - MANAGEMENT 


Studies * Reports + Design » Procurement 
SAN FRANCISCO - Los Angeles - New York » Houston 











CONSULTING ENGINEERS 
Electricity, Natural Gas and Water Utilities 
Production, Transmission, Distribution 
Reports, Design, Supervision of Construction 
Investigations, Valuation and Rates 
1500 MEADOW LAKE PARKWAY, KANSAS CITY 14, MISSOURI (SINCE 1915) 








BONI, WATKINS, JASON & CO., INC. 


Economic & Management Consultants 


80 Pine Street 919 Eighteenth St., N.W. 
New York 5, N. Y. Washington 6, D. C. 
Rate Cases Management and Market Studies Rate of Return Analysis 
Cost of Service Determination Economic and Financial Reports 








BURNS and ROE, Inc. 
ENGINEERS e CONSULTANTS e CONSTRUCTORS 
Engineering and Design @ Research and Development @ Construction @ 
Electric, Steam and Hydro Plants @ Aeronautical and Missile 
Facilities @ Surveys @ Nuclear, Chemical and Industrial Plants ©@ 
Transmission @ Distribution @ Reports 


160 WEST BROADWAY, NEW YORK 13, NEW YORK 
Washington, D, C. e Hempstead, L. |. ® Santa Monica, Calif. 














SERVICES INC, Management and Business Consultants 


300 Park Ave., New York 22, N. Y.. MUrray Hill 8-1800 


Commonwealth 1 Main St., Houston 2, Texas, CApital 2-9171 
1612 K St, N.W., Washington 6, D. C., STerling 3-3363 


ASSOCIATES INC. Consulting and Design Engineers 


Commonwealth Building, Jackson, Mich., STate 4-6111 
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DAMES & MOORE 


Consultants in Applied Earth Sciences 


Subsurface investigations for foundations. groundwater, and subsurface structures. Air photo 
geological, and geophysical investigations for pipeline and transmission line routes. Geological- 
geophysical-soil mechanics investigations for recovery and use of marginal land, and for dam 
design and construction. 

ATLANTA CHICAGO HONOLULU HOUSTON LOS ANGELES 
NEW YORK PORTLAND SALT LAKE CITY SAN FRANCISCO SEATTLE 








DaY & ZIMMERMANN. INC. 


ENGINEERS & CONSTRUCTORS 
NEW YORK PHILADELPHIA CHICAGO 


Design — Electric Line Construction — Management — Reports and Valuations 











- Design 
- Engineering 
- Construction 


DRAKE & TOWNSEND 


corporate 


Incorp d 
11 WEST 42ND STREET, NEW YORK 35, N. Y. 


LP-gas 
peak shaving 
and stand-by 

EMPIRE GAS 
lants for 
ENGINEERING CO. =~ 
P.O, Box 1738. + industry 


3 + design 
Atlanta 1, Georgia + construction 











x Ford, Bacon & Davis 


Im 
VALUATION CONSTRUCTION 
wation Engineers 6 ent case: 


NEW YORK @ MONROE, LA. @ CHICAGO @ SAN FRANCISCO 














FOSTER ASSOCIATES, INC. 


Rate Cases © Cost of Service and Other Regulatory Methods 
Rate of Return Analyses @ Rate Design 
Natural Gas Field Price Problems © Economic and Financial Reports 


1523 L STREET, NW. 326 MAYO BUILDING 403 EMPIRE BUILDING 
WASHINGTON 5, D. C. TULSA 3, OKLAHOMA CALGARY, ALBERTA 
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Francisco & Jacosus 


ENGINEER & ARCHITECT 


Specializing in the location and design of 
Customers Service Centers and Operating Headquarters 


WESTBURY CLEVELAND TUCSON 














GIBBS & HILL, inc. 


Consulting Engineers 


DESIGNERS ¢ CONSTRUCTORS 
PENNSYLVANIA STATION NEW YORK 1, N. Y. 

















ENGINEERS and CONSULTANTS 


525 LANCASTER AVE. 
FOUNDED 1906 READING, PA. 


WASHINGTON ¢ NEW YORK 


GA GILBERT ASSOCIATES, INC. 














W. C. GILMAN & COMPANY 


CONSULTING ENGINEERS 
ELECTRIC — GAS — TRANSIT — WATER 
Financial and Economic Reports 
Valuations—Rate of Return—Depreciation Studies 
Traffic Surveys—Fare Analyses 


55 Liberty Street New York 5, N. ¥. 














HARZA ENGINEERING COMPANY 


Consulting Engineers 


REPORTS — DESIGN — SUPERVISION 
HYDROELECTRIC PLANTS AND DAMS — TRANSMISSION LINES — FLOOD CONTROL — 
IRRIGATION — RIVER BASIN DEVELOPMENT 


400 West Madison Street Chicago 6, Illinois 














HOOSIER ENGINEERING COMPANY 


Erection and Maintenance of 
Electrical Transmission and Distribution Lines 


1350 HOLLY AVENUE e COLUMBUS, OHIO 
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JENSEN, BOWEN & FARRELL 


ENGINEERS 


APPRAISALS — DEPRECIATION STUDIES — PROPERTY RECORDS 
COST TRENDS — SPECIAL STUDIES — REPORTS 


for Rate Cases, Security Issues, Regulatory and Accounting Requirements 





Michigan Theatre Building Ann Arbor, Michigan NOrmandy 8-7778 











She Ruljian Gcocckox 
L 
ENGINEERS e GOonNS TRUCTORS 
POWER PLANT SPECIALISTS 


DESIGN «CONSTRUCTION MANAGEMENT 
SURVEYS e INVESTIGATIONS e REPORTS 


1200 N. BROAD ST., PHILADELPHIA 21, PA. 





William S. Leffler, Engineers Associated 


Utility Management Consultants for past 35 years Specializing in 
GAS CLASS COST ANALYSES for Developing CLASS RATES a 
oa OF RETURN and UNIT COSTS for use in MUNICIPAL 
TELEPHONE RATE CASES AND MODERNIZATION of Rate Structures PROBLEMS 
Send for brochure: “The Value of Cost Analysis to Management” 
17 BAYWATER DRIVE DARIEN, CONN. 








N. A. LOUGEE & COMPANY 


Engineers and Consultants 


RATE CASES—APPRAISALS-—DEPRECIATION STUDIES 
BUSINESS AND FEASIBILITY STUDIES—REPORTS 


120 Broadway New York 








CHAS. T. MAIN, INC. 


Power Surveys—Investigations—V aluations—Re ports 
Design and Construction Management 
Steam, Hydro Electric and Diesel Plants—Gas Turbine Installations 
BOSTON, MASS. CHARLOTTE, N. C. 








Pioneer Service & Engineering Co. 


PUBLIC UTILITY > SPECIALISTS IN 
CONSULTING & ACCOUNTING, FINANCING, 
DESIGN ENGINEERS \ RATES AND DEPRECIATION 


231 SOUTH LA SALLE ST. CHICAGO 4 

















Planning and Design 
Reports for Financing 
Economic Studies 
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SANDERSON & PORTER ENGINEERS 
DESIGN e CONSTRUCTION 


NEW YORK NEW YORE 











Hee 


SARGENT & LuNDY 


ENGINEERS 
Consultants to the Power Industry 
@ STUDIES @ DESIGN @ SUPERVISION 


140 South Dearborn Street, Chicago 3, Ill. 


Tee 





$s, STANDARD RESEARCH CONSULTANTS, INC. 


Rate of Return © Valuations © Capital Costs 
Customer Surveys ©® Depreciation Studies 
Regional Economic Studies © Property Records 


345 Hudson St. Warkins 4-6400 New York 14, N. Y. 














STONE & WEBSTER NEW YORK 
ENGINEERING CORPORATION ao. 
DESIGN - CONSTRUCTION » APPRAISALS + EXAMINATIONS at oy gigs im 
REPORTS * CONSULTING ENGINEERING 


(Ol al ier-) -4e) Houston SY- 1a ot e- Lalo lore) Los Angeles Seattle Nel delan ce) Calgary 








UNITED ENGINEERS 


& Constructors Inc. U.E.&C. (Canada) Ltd. 
New York e Philadelphia « Chicago 


Designers, construction engineers, and engineering consultants 











Whitman, Requardt and Associates 
Publishers of the HANDY-WHITMAN INDEX 





DESIGN—SUPERVISION OF PUBLIC UTILITY CONSTRUCTION COSTS, 
now in its 35th year and a companion publication the 
REPORTS—VALUATIONS HANDY-WHITMAN INDEX OF WATER UTILITY 


CONSTRUCTION COSTS 
BALTIMORE 2, MARYLAND 








1304 ST. PAUL STREET 
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BURNS & McDONNELL 


Engineers-Architects-Consultants 


4600 E. 63rd St. Trafficway 
Kansas City 41, Missouri 








Jackson & Moreland, Inc. 
Jackson & Moreland International, Inc. 
Engineers and Consultants 
ELECTRICAL—MPCHANICAL—STRUCTURAL 
DESIGN AND SUPERVISION OF CONSTRUCTION 
UTILITY, INDUSTRIAL AND ATOMIC PROJECTS 
SURVEYS—APPRAISALS—REPORTS 


TECHNICAL PUBLICATIONS 
BOSTON — WASHINGTON — NEW YORK 

















EARL L. CARTER 


Consulting Engineer 


REGISTERED IN INDIANA, NEW YORK, OHIO, 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 


Public Utility Valuations, Reports and 
Original Cost Studies 


910 Electric Building Indianapolis, Ind. 





MINER AND MINER 


CONSULTING ENGINEERS 
iNCORPORATED 
GREELEY, COLORADO 


Littleton, Colorado 
Tucson, Arizona Phoenix, Arizona 

















COFFIN & RICHARDSON, INC. 
CONSULTING ENGINEERS 
Appraisals and Valuations For Regulatory, 
Tax, and Other Purposes 
Rate Case Preparation—Cost of Service Studies 
Original Cost and Depreciation Studies 
Rate Design 


68 Devonshire St., Boston 9, Massachusetts 








A. S. SCHULMAN ELECTRIC Co. 


Electrical Contracting Engineers 
founded 1890 
PowER STATION—INDUSTRIAL— 
COMMERCIAL—TRANSMISSION LINES— 
DISTRIBUTION 


2416 S. MICHIGAN AVE, CHICAGO, Id, 
es 


Los Angel: Tampa 














ENGINEERS, CONSTRUCTION AND 
MAINTENANCE CONTRACTORS 
for the GAS INDUSTRY 


CONSOLIDATED 





GAS anpd SERVICE CO. 


327 So. LaSalle St., Chicago 4, UL 








SVERDRUP & PARCEL 


Engi s&C fa. 





Design, Construction Supervision 

Steam and Hydro Power Plants 

Power Systems—Industrial Plants 
Studies—Reports 


St. Louis . San Francisco ° Washington 














GANNETT FLEMING CORDDRY AND CARPENTER, INC. 
ENGINEERS 


investigations—Reports—Appraisale 
Original Cost and Depreciation Studies 
Rate Analyses—insurance Surveys 


HARRISBURG, PENNSYLVANIA 








A, W. WILLIAMS INSPECTION CO., INC, 


Specialized Inspection Service 





Poles, Crossarms, Lumber, Piles, Crossties 
Preservative Treatment and Preservative Analysis 


208 Virginia St., Mobile, Ala. 
New York St. Louis Portland 
Inspectors stationed throughout the U.S.A. 

















Representation in this Professional Directory may be obtained at very reasonable 
rates. Kindly address inquiries to: 


ADVERTISING DEPARTMENT 
Public Utilities Fortnightly 


332 Pennsylvania Building, Washington 4,:D. C. 
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the appropriate power 
for your expanding program 


Pioneer Service & Engineering Go. 


231 SOUTH LA SALLE STREET «+ CHICAGO 4, ILLINOIS 














Frequent plant visits and preventive maintenance recommendations are two of the many services included with your General Electric turbine-genera 


For as long as your General Electric turbine-generator 
on the line, members of your G-E turbine-generator servi 
team ... who have followed your unit from the timey 


oe 
Service a placed the order, through design, manufacturing, instal 
ower plant, 


tion, and start-up .. . frequently visit your P 
During these inspection visits, they check the unit ¢ 


a 
an inte ral at evaluate its performance with you and your operatit 
g p maintenance, and engineering personnel. They recomme 
planned preventive maintenance based on your most 6 
venient down-time. Then they assist you in getting yo 


of your unit back on the line in the shortest time possible. 

In addition, your G-E service team make: reco 
; mendations . . . based on the findings of General 'lectri 
continuing design analysis program ... to impr: ve Jo 
General Flectric unit’s performance. They do all this . . . for as lor ‘as yo 
turbine-generator is on the line. 2 

turbine- generator Progress Is Our Most Important Produ # 
GENERAL @@ ELECTRIC 





General Electric 
Turbine-Generators 
Help Keep 


Power Costs Low 












Steam turbine-generators Steam turbine-generators Gas turbines for peaking, Mechanical d 
for large blocks a power ),000 kw and lower base load, combined cycles turbines for 





